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{in thousands)
Total revenue $846,964 $795,773
Operating income 316,964 307,374
Income from continuing operations 179,058 188,061
Income from discontinued operations 2,121 3,424
Net income 181,179 191,485
PLEEBA LY OAA
Basic earnings per share:
Income from continuing operations S 174
Income from discontinued operations 0.03
Net income® 1.78
Diluted earnings per share:
Income from continuing operations S 168
Income from discontinued operations 0.03
Net income 1.71
Cash dividends per share 0.297
{in millions, a- of December 31,)
Money market $124,302 $142,773
Equity 29,013 25,627
Fixed-income 25,953 29,517
Total managed assets 179,268
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J. CHRISTOPHER DONAHUE
President and Chief Executive Officer

JOHN F. DONAHUE

Chairman

Dear Fellow Shareholders:

As we write you in eatly 2005, Federated Investors, Inc. is celebrating its 50th
year in the dynamic investment management business as one of the largest

investment managers in the United States.

Federated’s earnings per diluted share (EPS) from continuing operations
were $1.62, while income from continuing operations was $179.1 nullion
for the year-ended December 31, 2004. Federated’s 2004 results include a
pretax charge to income of $31.2 million for various legal, regulatory and
compliance matters, including an estimate of costs relating to an anticipated
settlement of governmental inquiries. Federated is unable to estimate the
ultimate impact that any settlement proceedings may have on the company’s
consolidated results of operations, financial position or cash flows. Accordingly,
it is possible that additional material charges may be required in the future.'

Over the past 50 years, Federated’s investment management performance,
client focus, product innovation and effective leadership have resulted in
exceptional growth for the firm. Federated inidally focused on introducing
mutual funds as a way for investors to receive professional money management.
From its early success with retail products, Federated grew to serve bank
trust departments. Today, our product line serves the needs of an array of
institutional investors and financial professionals. Federated’s timeline, which
follows this letter, illustrates our growth and innovation over the last 50 years.

Federated’s assets under management were $179.3 billion at the end of
2004, with equity assets reaching a record $29.0 billion. Positive net sales
and competitive performance during 2004 contributed to a $3.4 billion
increase in the company’s equity assets. As short-term interest rates
increased, Federated’s total assets under management declined as the rate
changes affected our money market and short-duration bond portfolios.

2004 HIGHLIGHTS

e Reached record high $29 billion in equity assets under management,
a 13 percent increase from the end of 2003.

® Increased annual dividend to $0.414 per share in 2004 from $0.297 per
share in 2003, a 39 percent increase.

® Purchased 4,153,901 shares of class B common stock.

1 For more information, please see Management's Discussion and Analysis, pages 24-25.




° Grew our managed account business from $448 million at the end of
2003 to $1.1 billion at the end of 2004.

° Announced an agreement to acquire the cash management business of
Alliance Capital Management L.P. — a strategic acquisition of up to
approximately $25 billion in money market assets; and completed a
$265 million acquisition of assets from four Banknorth Funds managed
by Banknorth Investment Advisors, a division of Banknorth, N.A.

° Grew assets in Federated Kaufmann Fund and related products to $8.2
billion from $3.2 billion at the completion of the fund’s purchase in 2001.

° Transitioned transfer agency services to Boston Financial Data Services in FEDERATED INVESTORS

June 2004 to benefit Federated mutual fund shareholders.

IS CELEBRATING ITS

DU§CUP[LU@ED INVESTMENT MANAGEMENT o $O™ YEAR IN THE
Federated’s industry scale and resources allow us to carry out a disciplined
investment process and to attract and retain experienced investment talent. DYNAMIC INVESTMENT

Our investment process is distinguished by our proprietary quantitative and
fundamental research, risk management and style-consistent management of MANAGEMENT BUSINESS
portfolios. Over the past several years, Federated has enhanced its investment

AS ONE OF THE

LARGEST INVESTMENT

management strength by adding experienced portfolio managers and analysts.

Federated’s portfolios, across all disciplines, are managed with the goal of

outperforming benchmarks over a full market cycle, and as a result, industry MANAGERS IN THE
peers over the long term. Lipper Analytical Services, Inc. reports that for the

three years ended December 31, 2004, 68 percent of Federated’s eligible UNITED STATES.
domestic equity fund assets were ranked (based on total return) in the first

or second quartile. For the same period, 76 percent of Federated’s eligible

fixed-income fund assets were ranked (based on total return) in the first or

second quartile.’

INNMOVATIVE LINE OF INVESTMENT PRODUCTS

Federated’s investment products are diversified across and within asset types,
which has positioned the firm for growth in varying market conditions.
Over the decades, we have developed 133 equity, fixed-income and money
market mutual funds along with a variety of institutional separate accounts

Past performance fs no guarantee of future resufts.

2 For the one-, five- and ten-year periods ended 12/31/04. 46, 67 and 61 percent of Federated's
domestic equity funds’ assets were ranked in the first or second quartile. For the one-, five- and
ten-year periods ended 12/31/04, 73, 62 and 71 percent of fixed-income funds’ assets were ranked
in the first or second quartile. For the one-, three-, five- and ten-year periods ended 12/31/2004,

37 41, 39 and 26 percent out of 54 domestic equity fund classes were ranked in the first or second
quartife by Lipper, based on total return. For the one-, three-, five- and ten-year periods ended
12/31/2004, 60, 67 51 and 61 percent out of 85 fixed-income fund classes were ranked in the first
or second quartile by Lipper, based on total return.




SOURCES GF REVENUE
8847 million

Money Market 40%
Equity 37%

Fixed Income 19%
Other 4%
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ASSETS BY MARKET

dollars in billions
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Trust $87.0
Broker/Dealer $47.7
Institutional $23.1
International $2.9
Other $18.6
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and managed accounts. Meeting client needs by anticipating market trends,
Federated continues to refine our line of investment products by developing

timely new products and making strategic acquisitions.

In 2004, success among our equity mutual funds was driven by newer
products — products that Federated developed or acquired to meet the
diverse needs of our clients. With a low correlation to the S&P 500, Federated
Market Opportunity Fund, a flexible fund with a contrarian value emphasis,
led our net sales in 2004. We saw asset growth in Federated Kaufmann Fund
(acquired 2001) and Federated Kaufmann Small Cap Fund, which we formed
in 2002 to leverage the experience and record of the Federated Kaufmann
team. Assets grew significantly in Federated Muni and Stock Advantage Fund,
a tax-advantaged product we launched in 2003 to capitalize on changes in
the tax treatment for stock dividends enacted that year.

Federated’s managed account product, launched in 2001, provides tailored
equity investment strategies with account minimums lower than traditional
separate accounts to high-net-worth investors and institutional investors
through financial advisors. As the number of financial platforms and clients
using Federated’s managed account program continued to grow in 2004, our
number of accounts grew from just over 1,000 to nearly 3,000. We expect
to see continued growth in this product.

CASH MIANAGEMENT LEADERSHIP

Cash management solutions continue to be a source of revenue diversification
and profitability for the company. Federated’s ability to capitalize on our
scale, diversified product line, value-added services and strength in large bank
trust departments provides the firm with a unique competitive advantage.

To enhance our cash product line, Federated added Prime Management
Obligations Fund in August 2004. The fund, which invests in split-rated
securities, grew to $877 million in assets since its launch.

During 2004, we added value for our clients by working to create more
applications for money market funds — creating new ways for money market
products to be used as the functional equivalent to direct market investments.
As a result of our efforts, brokers may now use five of our money market
funds as margin collateral for options transactions.




Federated’s cash management capabilities allow us to work with organizations
of all sizes as they evaluate their cash management needs. Our position in
the industry enables us to serve the needs of intermediaries — a point that was
illustrated by our announcement to acquire up to approximately $25 billion
in money market assets from the cash management business of Alliance Capital
Management L.P.

CLIENT SOLUTIONS

Federated’s market position as a wholesaler of investment products to 5,700
global clients, including banks, broker/dealers, registered investment advisors,
institutions and other financial professionals, continues to be a strong coun-
terpart to our product line. With 178 sales professionals focusing their eftorts
on specific groups of financial intermediaries, our long-standing relationships
within the financial community provide a key competitive advantage.

Federated 1s well regarded for our ability to provide business-development
support to our clients. Our expertise includes offering fiduciary guidelines
for trust departments, commercial banks and 401(k) providers; extensive

training and business development programs; and marketing consultation.

LOOKING TO THE FUTURE

Federated’s employees are the key to ensuring the trust of financial interme-
diaries and investors around the world. Professionalism and vigilance will
continue to define Federated’s business practices as we work to cultivate our

culture of compliance.

We graciously thank you, our fellow shareholders, for your support and we
are grateful for our strong relationships with long-term clients. Finally, we
offer our continuing commitment to grow and innovate for our shareholders
and our clients by operating with the integrity and dedication that has marked
our company for 50 years — and that will define Federated’s future success
in the investment management business.

P P e

J. Christopher Donahue John E Donahue
President and Chief Executive Officer Chairman

“WHAT DO I WANT FOR
THE FUTURE OF
FEDERATED? I HOPE THE
COMPANY’S FUTURE
WILL BE LIKE ITS PAST:
INNOVATIVE, CONSTANTLY
CHANGING, AND
IMPOSSIBLE TO PREDICT.
IT WILL BE A PLACE
WHERE PEOPLE WILL SEE
GREAT OPPORTUNITIES
— AND GO AFTER THEM.”

JoHN FE DONAHUE
2005
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50 vears o
GROWTH &

1955

John F. Donahue and
Richard B. Fisher, two
former high school
classmates, founded
Federated with the
assistance of outside
legal counsel
Thomas J. Donnelly.

)

“R_%E;lg

Thomas J. Donnell

1956

The purchase of
the Income
Foundation Fund
{now Federated
Stock and Bond
Fund, Inc.) signaled
Federated’s entry
into the ranks of
investment
company
managers. The
fund’s SEC
registration
number was 001,
the first fund
registered under
the Investment
Company Act

of 1940.

e v 3 S P

HOW'S THE EMPIRE?

1962

By allowing investors
to “exchange” their
shares of common
stocks for shares of
the fund without
incurring capital
gains, the Empire
Fund, one of
Federated's first
exchange funds,
attracted $300 million
in assets. (It was
eventually merged
into Federated
American Leaders

..........................

1969

Mutual Fund for
Investing in U.S.
Government
Securities,

the first fund to
invest exclusively in
U.S. government
securities, garnered
$60 million in assets
in its first two years.

1974

The promotion for
Money Market
Management, one
of the first money
market mutual
funds, generated
90,000 sales leads
during a 16-week
media blitz.

Fund bor U 5 Garrsenns Sucomues,

S35 T Kiporr e

1980

EDGE® (Electronic Data
Gathering Extension), the
industry’s first online
order-entry system for
purchasing and
redeeming fund shares,
was launched for 300
client banks. Today,
EDGEnet®, the current
version of EDGE, provides
Internet account access.

Federated's first ‘
office was in the 1G53
Jenkins Arcade
in downtown prmenennaid - B oo T
Pittsburgh. 1959 ! 1964 1976 1977 | 1980 1982
First public ; Shifted to Created industry’s |  After 22 years | Established : Federated sold to Aetna
stock offering {  selling funds first institutional i in business, partnership with | Life & Casualty Co.
at$475 |  exclusively money market fund | Federated | American |
per share. ' through and one of the first | reached | Association of Retired
brokers and i municipal bond funds. ° $1 billion in : Persons {AARP). i Developed MultiTrust
institutions. managed assets. : Systems to help
institutions streamline
investing for trust
clients.

1955 Photos: Courtesy of Deakin Studio
1974 Photo: Courtesy of Ray Hash

2001 Photo: Courtesy of Louis Fabian Bachrach
2003 Photo: Courtesy of the New York Stock Exchange




1986

The firm raised

i 83 billion in assets in

120 days in Government
Income Securities, Inc. —
the largest underwriting of
a mutual fund at that time.

Federated moved its
headguarters from 421
Seventh Avenue to the
brand-new Federated
Investors Tower in Liberty
Center in downtown
Pittsburgh, Pa.

1991
Federated established
Federated international
Management Limited,
a wholly owned
subsidiary in Dublin,
Ireland, becoming the
first U.S. company
whose registered
money market funds
were approved for
distribution to the
European community.

° $200 BILLION

2003
Federated's stock
was added to the S&P
500 Index, Standard &
Poor's benchmark
index of leading
companies in major
industries.

John F. Donahue
Cha{rman

— $100 BiLLION

2001

Federated began
management of the
well-known, $3.2
billion Kaufmann
Fund through an
acquisition of most
of the business of

Richard B. Fisher
Vice Chairman

and other investment

other German-

its advisor, g
Edgemont Asset
Thomas J. Donnell
1998 Management. ... Qutside Counsel Y
On May 14, Federated —— - : $50 BiLuion
Investors, Inc. (FI) L0
After adding emerged as a publicly
Federated to the traded company on the
names of its New York Stock
fluctuating funds, the | EXchange. The opening
firm launched a new price was $19 per share.
print ad campaignto ;A 3for2stock split
increase its name followed in June 2000.
Jecognition. ... E ey
: - $o
{1989 i T9OT 1993 1995 1998 i 2001 i 2003 2004
i Federated Begins providing Formed institutional | Expanded Exceeded $100 billion | Surpassed } Achieved Announced an
{ boughtitself | administration sales force to international | in assets under { $100 billion i $200 billionin | agreementto
i back from and distribution distribute investment : and global management. i inmaney i assets under { acquire upto
! Aetna. services to banks | management investment i market assets. management. | approximately
i that manage their : products and research Launched joint venture $25 billion in
¥ own mutual funds. | services targeting through with German insurer assets from
corporations, New York City ; LVM-Versicherungen the cash
government entities, ° office. to offer Federated management
insurance companies i funds in Germany and business of

Alliance Capital

advisors.

! speaking countries.

Management L.P.




OUR MISSION IS TO ACHIEVE SUPERIOR AND SUSTAINABLE INVESTMENT
PERFORMANCE FOR A BROAD ARRAY OF GLOBAL CLIENTS THROUGH
A DISCIPLINED INVESTMENT PROCESS AND AN INFORMATION

ADVANTAGE CREATED BY PROPRIETARY FUNDAMENTAL RESEARCH.

Federated’s Proprietary ‘nvestment Process

Federated’s ongoing success since its founding in
1955 is a testament to the company’s commitment
to a disciplined investment process. We manage
each product to seek greater alpha (risk-adjusted
performance) by employing proprietary research,
while achieving style consistency and managing risk.
Our investment process is driven by a collaborative
team of portfolio managers, analysts and traders

who strive to add value at each step of the process.

Our disciplined approach to investment manage-
ment has been built on six key factors, elevating
Federated to the status of one of the nation’s

largest investment management organizations.

FACTORE CRITICAL FOR LONG-TERN
INVES M ENT PER*ORMANCE

Resources: As one of the nation’s largest investment
firms, Federated has the scale needed to conduct
proprietary research and to attract and retain
investment professionals with expertise in every

facet of the market.

Discipline: Federated adheres to a well-articulated
investment process to ensure consistency and to

seek to meet client performance expectations.

Experience: Federated employs more than 150
investment professionals who average 13 years of

investment experience.

Teamwork: Each Federated portfolio is collectively
guided by teams of investment professionals who
have specific, but linked roles in distinguishing

security opportunities.

Performance: Federated’s portfolios are managed
with the goal of outperforming market bench-
marks over a full market cycle and industry peers

over the long term.

Accountability: Federated’s portfolio managers are
accountable for ensuring that portfolios stay
within the risk and fiduciary boundaries defined

for each mandate while meeting performance goals.




i

Disciplined Investing

EQUITY

Federated’s equity process begins with quantitative
analysts who identify investment opportunities
through proprietary modeling tailored to a portfolio’s
targeted investment style. Fundamental analysts
conduct extensive due diligence and study sectors
to provide buy/sell recommendations on individual
securities. Portfolio managers work with the analysts’
recommendations to construct and manage portfolios
within well-defined investment strategies and risk
guidelines while traders execute security transactions
on the best terms available. Finally, quantitative
analysts evaluate the key drivers of portfolio per-
formance and provide feedback to the portfolio

managers to facilitate ongoing improvements.

TAAABLE & TAG-GXEMPT FIXED INCOME
Federated’s fixed-income process employs propri-
etary research applied in a highly disciplined
process to build diversified portfolios with attractive
risk-adjusted return characteristics. The fixed-income
approach is comprised of teams that focus on
multiple decision points. The teams are structured
to perform forecasting, fundamental research,
quantitative analysis and trading. They are responsible

for controlling sector diversification, defining precise

duration ranges,’ managing the vield curve, moni-
toring currency markets and conducting optimal
security selection through a thorough credit analysis
and various quantitative techniques. Portfolio
managers develop and implement the investment
portfolio strategy utilizing reconumendations pro-
vided by teams. Rigorous performance attribution
analysis provides an important feedback mechanism

to the process.

W OMEY MARXET

Stringent proprietary credit analysis enriches
Federated’s money market management process.
Bank, corporate and municipal credit committees
are comprised of portfolio managers, senior
analysts and a dedicated team of money market
investment analysts who review issuers and assign
internal credit ratings. The committees develop
and diligentdy monitor approved issuer lists. Issuers
are approved based on decision factors brought
forward using tools such as financial analysis,
publications, Wall Street consensus and due
diligence meetings with issuers.Yield, liquidity
and preservation of capital are key considerations

in portfolio strategy.

I Duration is & measure of a security's price sensitivily 10 changes in interest rates. Securities with longer durations are more sensitive

to changes :n inte-est rates than securnities of shorter durations

Federated Investors 2004 Annual Report @
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MUTUAL FUNDS

Federated manages 133 equity, fixed-income and
money market mutual funds. Federated’s open-end
mutual funds include a broad range of styles —
growth, value and income — and a broad range
of asset classes — domestic and international
small- to large-cap stocks and corporate, municipal,
government and international bonds. Federated
offers two closed-end municipal bond funds.

Mutual funds continue to be proven investment
solutions as overall assets in the industry increased
to $8.1 trillion at the end of 2004, according to
Investment Company Institute data. Financial
professionals and individual investors continue to
seek mutual funds as a time-tested solution for their
increasingly complex investment needs. Mutual
funds remain the vehicle of choice for 401(k)s,
individual retirement accounts (IR As) and education
savings. Professionally managed mutual funds offer
diversification' and a number of other advantages
including automatic reinvestment of dividends and

capital gains and the ability to easily redeem shares.

INSTITUTEONAL SEPARATE ACCOUNTS
For 32 years, Federated has provided separate
account management to institutional clients such
as pension plans, government entities, corporate

treasurers, foundations and endowments.

1 Diversification does not 2ssure a profit nor protect aga:nst /oss.

1

Federated’s Investment Sclutions

Through Federated’s separate accounts, institutional
clients own securities directly and therefore can place
guidelines on how money is to be invested. Each
strategy can be offered in appropriately structured
vehicles based on client needs, risk tolerance and
asset size.

Federated 1s dedicated to providing investment
products and services to both the defined benefit
and defined contribution plan marketplace. Our
scructure allows us to deliver appropriate vehicles
to market — bringing firm-wide resources to bear

on all of our accounts.

ANAGED ACCOUNTS

Capitalizing on one of the most rapidly expanding
segments of the investment management industry,
Federated offers customized separately managed
accounts through financial intermediaries. Individuals
and institutional investors, through their financial
professionals, can select Federated to manage
portions of their portfolios to meet a variety of
investment objectives. These products offer lower
account minimums than traditionally required for

separate accounts.



Federated offers a variety of investment styles in
its managed account program including mid- and
large-cap value and core equity strategies. These
investment styles mirror core competencies that
historically have been successful for our institutional

separate account and mutual fund investors.

CASY MIAKACENERTT

For nearly three decades, fiduciaries, corporations,

broker/dealers and other investors have depended on
Federated’s money market products for high-quality
cash management services. Federated’s history of
acquisitions solidifies the firm’s position as one

of the largest money market asset managers in

the country.

Federated helped pioneer the money market
industry by developing one of the first institutional
money market funds and the first tax-free money
market fund. Federated alse was the first to provide
online transaction capabilities and institute

twice-a-day pricing.

Federated’s 53 taxable and municipal money
market funds, along with our separately managed
account options, are designed to meet the needs of
institutional and high-net-worth investors. Federated
is one of the largest managers of AAA-rated money
market portfolios® and provides the largest selection
of state-specific, tax-free money market funds. With
Federated’s cash management capabilities, customers

2 iMoneyNet. Inc., 12/.11/04

can experience the convenience, diversification and
potentally higher yields of money market mutual

funds while earning revenue on idle cash balances.

RETIREMENT CRJICES

As people continue to live longer, retirement has
evolved from a stage in life that Jasts several vears
to one that could span decades. Federated offers
solutions for all types of retirement plans including
a retirement share class for our most popular
mutual funds. Federated matches the appropriate
product to each client’s needs based on the
number of participants, asset requirements and
investiment options.

Federated provides tax-advantaged retirement savings
vehicles such as IR As and bundled retirement plans.
Federated’s Rollover Account Management Program
assists financial professionals in attracting retire-
ment funds from a qualified retitement plan into
an IR A so that retirement savings can continue to
grow tax-deferred.

Federated offers added value through its fiduciary
expertise that includes timely reference material to
help our clients with ERISA and 404(c) compliance.
Federated’s investment products are utilized nation-
wide by pension and 401(k) plans at corporations,
small businesses, government agencies and nonprofit

organizations.

AS MORE INVESTORS SEEK PROFESSIONAL ADVICE,

FEDERATED OFFERS THE STYLE-CONSISTENT

PORTFOLIOS THAT INVESTMENT PROFESSIONALS

DEMAND TO MEET THEIR CLIENTS’ NEEDS.

Federated Investors 2004 Annual Report
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Style-Consistent Products

EQUITY ASSETS®
$29.0 billion

O

Smali-Mid Cap Growth $8.6
Large Cap Vailue $5.7

Core Equity $3.5

Flexible $2.8

Index $2.4

Equity Income $2.2
International/Global $1.6

. Mid-Large Cap Growth $1.4

O Asset Allocation/Balanced $0.8

00 e

G C

FIXED-INCOME ASSETS"
$26.0 billion

O Multi-Sector $6.4
High Yield $3.8

® Mortgage-Backed $3.8
o US Corporate $3.5

O Municipal $3.4

O US. Government $3.0
@ International $2.1

2

MONCY MARKET ASSETS
$124.3 billion

—

-

N

O Government $55.8
O Prime $43.4
® Municipal $25.0

GLOBAL EQUITY'

Asset Allocation/Bzlzmced
Federated Conservative Allocation Fund
Federated Growth Allocation Fund
Federated Moderate Allocation Fund
Federated Stock and Bond Fund, Inc.

Core Equity
Federated Capital Appreciation Fund

Equity income
Federated Equity Income Fund, Inc.

Flexible

Federated Capital Income Fund

Federated Market Opportunity Fund
Federated Muni and Stock Advantage Fund

Index

Federated Max-Cap Index Fund
Federated Mid-Cap Index Fund
Federated Mini-Cap Index Fund

Irternztional®

Federated Global Equity Fund

Federated International Capital
Appreciation Fund

Federated International Equity Fund

Federated International Small
Company Fund

Federated International Value Fund

Mic-Large Cap Vaice

Federated American Leaders Fund, Inc.
Federated Strategic Value Fund®
Federated Stock Trust

Mid-~Large Cep Growtn

Federated Large Cap Growth Fund

Federated Mid Cap Growth
Strategies Fund?

Federated Technology Fund

Smell-Mid Czp Growth
Federated Kaufmann Fund
Federated Kaufmann Small Cap Fund

MONEY MARKET ™
Maunicipall

Alabama Municipal Cash Trust
Arizona Municipal Cash Trust
California Municipal Cash Trust
Connecticut Municipal Cash Trust
Federated Tax-Free Trust

Florida Municipal Cash Trust

Georgia Municipal Cash Trust
Maryland Municipal Cash Trust
Massachusetts Municipal Cash Trust
Michigan Municipal Cash Trust
Minnesota Municipal Cash Trust
Municipal Cash Series

Municipal Cash Series 11
Municipal Obligations Fund

New Jersey Municipal Cash Trust
New York Municipal Cash Trust
North Carolina Municipal Cash Trust
Ohio Municipal Cash Trust
Pennsylvania Municipal Cash Trust
Tax-Free Instruments Trust
Tax-Free Obligations Fund
Virginia Municipal Cash Trust

Covernmernt

Automated Government Cash Reserves

Automated Government Money Trust

Automated Treasury Cash Reserves

Edward Jones Money Market Fund

Federated Short-Term U.S.
Government Trust

Government Cash Series

Government Obligations Fund

Government Obligations Tax-Managed Fund

Liberty U.8. Government Money
Market Trust

Liquid Cash Trust

Treasury Cash Series

Treasury Cash Series [I

Treasury Obligations Fund

Trust for Government Cash Reserves

Trust for Short-Term U.S.
Government Securities

Trust for U.S. Treasury Obligations

U.S. Treasury Cash Reserves

Prime

Automated Cash Management Trust
Federated Master Trust

Money Market Management

Money Market Trust

Prime Cash Obligations Fund

Prime Cash Series

Prime Management Obligations Fund
Prime Obligations Fund

Prime Value Obligations Fund

I Not FDIC Insured » May Lose Value - No Bank Guarantee ]




GLOBAL FIXED INCOME"®
High Yie'd
Federated High Income Bond Fund, Inc.
Federated High Yield Trust
Federated Institutional High Yield

Bond Fund

Internaticnal
Federated International Bond Fund
Federated International High Income Fund

Mortgage-3ackad
Federated Adjustable Rate Securities Fund
Federated Fund for U.S.
Government Securities
Federated GNMA Trust
Federated Income Trust
Federated Mortgage Fund

Mult-Sector

Federated Strategic Income Fund

Federated Total Return Bond Fund

Federated Ultrashort Bond Fund

Municipe!’

Federated California Municipal
Income Fund

Federated Intermediate Municipal Trust
Federated Limited Term Municipal Fund
Federated Michigan Intermediate
Municipal Trust
Federated Municipal High Yield
Advantage Fund, Inc.?
Federated Municipal Securities Fund, Inc.
Federated Municipal Ultrashort Fund
Federated New York Municipal
Income Fund
Federated North Carolina Municipal
Income Fund
Federated Ohio Municipal Income Fund
Federated Pennsylvania Municipal
[ncome Fund
Federated Short-Term Municipal Trust
Federated Vermont Municipal
Income Fund

For more complete information, visit Federatedinvestors.com or contact your investment professional

for prospectuses. You should consider the fund's investment objectives, risks, charges, and expenses carefully
before you invest. Information about these and other important subjects are in the fund's prospectus, which you
should read carefully before investing.

U.S. Corperate

Federated Bond Fund

Federated Intermediate Corporate
Bond Fund

Federated Short-Term Income Fund

U.S. Govermrnent

Federated Government Income
Securides, Inc,

Federated Government Ultrashort
Duration Fund

Federated Limited Duration
Government Fund, Inc.

Federated Total Return Government
Bond Fund

Federated U.S. Government Bond Fund

Federated U.S. Government Securities
Fund: 1-3 Years

Federated U.S. Government Securities
Fund: 2-5 Years

Stable Value/Retiremment

Capital Preservation Fund

Insurance Series!
Federated American Leaders Fund 11
Federated Capital Appreciation Fund I1
Federated Capital Income Fund 11
Federated Equity Income Fund I1
Federated Fund for U.S. Government
Securities 11
Federated High Income Bond Fund 11
Federated International Equity Fund 11
Federated Kaufimann Fund 11
Federated Mid Cap Growth
Strategies Fund 11
Federated Prime Money Fund Il
Federated Quality Bond Fund 11

Closed-End

Federated Premier Intermediate Municipal
Income Fund

Federated Premier Municipal
Income Fund

Investment strategies are also available in
separate account formats. Separately
managed accounts are available through

Federated Investment Counseling, a registered

investment advisor.

1 List of products excludes eleven offshore
funds that are not registered for sale in the
US. and are not available to U.S. citizens
or residents.

2 Includes mutual fund, separate account
and managed account assets as of
December 31, 2004.

3 International investing involves special risks
including currency risk, increased volatility of
forelgn securities, political risks and differences
in auditing and other financial standards.

4 This information fs not complete and may be
changed. We may not self these securities
until the registration statement filed with the
Securities and Exchange Commission is
effective. This is not an offer to sell these
securities and is not soliciting an offer to buy
these securities in any state where the offer
or safe is not permitted.

5 Effective June 30, 2004, the fund's name was
changed to Federated Mid Cap Growth
Strategies Fund, formerly Federated Growth
Strategies Fund

€ An investment in money market funds
is neither insured nor guaranteed by
the Federal Deposit Insurance
Corporation or any other government
agency. Although money market
funds seek to preserve the value of
Yyour investment at $1.00 per share, it
is possible to lose money by investing
in these funds.

7 Income may be subject to the federal alterna-
tive minimum tax and state and local taxes.

8 Bond prices are sensitive to changes in interest
rates and a fise in interest rates can cause a
decline in their prices.

9 As of August 1, 2004, Federated Municipal
Opportunities Fund, Inc. changed its name to
Federated Municipal High Yield Advantage
Fund Inc.

10 Only available through insurance contracts.
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Certain statements in this Annual Report on Form 10-K and the 2004 Annual Report to Shareholders, including those
related to Federated's distribution strategy; changes in the number of clients for fund distribution and administration
services, the need to make additional contingent payments pursuant to acquisition agreements; the costs associated
with the internal review of mutual fund trading activities and other regulatory inquiries, legal proceedings, future
cash needs, accounting for intangible assets; accounting for income taxes, market risk to investments and revenue,
the impact of increased regulation; and the various iterns set forth under Risk Factors and Cautionary Statements
constitute forward-looking statements, which involve known and unknown risks, uncertainties, and other factors that
may cause the actual results, levels of activity, performance or achievements of Federated or industry results, to be
materially different from any future results, levels of activity, performance or achievernents expressed or implied by such
forward-looking statements. Among other risks and uncertainties, fs the abflity of Federated to execute successfully
its distribution strategy; the number of clients for fund administration services is subject to the decisions of the clients
to internalize or change service providers and the impact of mergers in the banking industry; the costs associated
with the internal review of mutual fund trading activities, other regulatory inquiries, legal proceedings and future
cash needs will be impacted by any additional information requests from or fines or penalties paid to governmental
agencles; the cost associated with private litigation, and the costs to implement regulatory changes, the accounting
for intangible assets and loss contingencies is based upon estimates and will be affected if actual results differ signffi-
cantly; the accounting for income taxes will be affected by the ability to utilize capital loss carry forwards; investments
will be impacted by fluctuations in the securities markets; and revenue will be affected by changes in market values
of assets under management and the impact of rising interest rates on money market and fixed-income funds. Many
of these factors may be more likely to occur as a result of the ongoing threat of terrorism and the ongoing investigation
into the mutual fund industry by federal and state regulators. As a resuft, no assurance can be given as to future
results, fevels of activity, performance or achievements, and neither Federated nor any other person assumes respon-
sibility for the accuracy and completeness of such statements in the future. For a discussion of such risk factors, see
the section titled “Risk Factors and Cautionary Statements” in Federated’s Annual Report on Form 10-K for the year
ended December 31, 2004, and other reports on file with the Securities and Exchange Commission.
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SELECTED CONSOLIDATED FINANCIAL DATA

(in thousands, except per share data and managed and administered assets)

The selected consolidated financial data below should be read in conjunction with Federated Investors, Inc. and its subsidiaries’
(Federated) Consolidated Financial Statements and Notes. The selected consolidated financial data (except managed and administered
assets) of Federated for the five years ended December 31, 2004, have been derived from the audited Consolidated Financial Statements
of Federated. See Management’s Discussion and Analysis of Financial Condition and Results of Operations and the Consolidated
Financial Statements which follow.

Years Ended December 31, 2004 2003 2002 2001 2000
Statement of Income Data'
Total revenue’ $ 846,964 § 795773 § 778,971 $ 784,104 $ 714,650
Operating income™’ 316,964 307,374 324,300 305,033 263,027
Income from continuing operations before income taxes™ 289,264 294,333 308,036 252,715 232,363
Income from continuing operations™ 179,058 188,061 198,769 161,739 148,757
Income from discontinued operations’ 2,121 3,424 4,991 6,708 6,603
Net income™ 181,179 191,485 203,760 168,447 155,360
Share Data
Basic earnings per share'
Income from continuing operations $ 1.66 § 1.74 § 1.77 $ 1.41 % 1.27
Income from discontinued operations 0.02 0.03 0.04 0.06 0.06
Net income’ 1.68 1.78 1.81 1.46 1.32
Diluted earnings per share'
Income from continuing operations $ 1.62 § 168 % 1.69 § 135 % 1.22
Income from discontinued operations 0.02 0.03 0.04 0.06 0.05
Net income’ 1.64 1.71 1.74 1.40 1.27
Book value per share at period end $ 428 % 364 $ 303 % 206 8 1.26
Cash dividends per share $ 04140 $ 02970 $ 0.2170 § 01750 $ 0.1387
Weighted-average shares outstanding — basic 107,615 107,839 112,375 115,012 117,557
Weighted-average shares outstanding — assuming dilution 110,410 112,059 117,304 119,992 122,295

Balance Sheet Data at Period End

Total assets $ 954,688 $ 879,228 § 795,451 § 693,748 § 704,750
Long-term debt—recourse’ 8 542 1,385 0 70,174
Long-term debt—nonrecourse 284,915 327,142 319,328 312,871 323,818
Total liabilities and minority interest 496,935 483,375 454,734 456,651 556,882
Shareholders’ equity 457,753 395,853 340,717 237,097 147,868

Managed and Administered Assets (in millions)
As of period end:

Managed assets $ 179,268 $ 197,917 § 195,353 § 179,687 $ 139,584

Administered assets 37,164 43,428 34,827 44,684 39,732
Average for the period:

Managed assets 187,820 199,483 189,242 160,593 128,394

Administered assets 41,208 39,513 38,032 41,982 41,966

1 The Consolidated Financial Statements for the years ended December 31, 2004 and 2003 included a £31.2 million and a 321.1 million pretax charge
respectively, related to Federated's internal review and estimated settlement related to past mutual fund trading practices. See Note (23) to the
Consolidated Financial Statements for information concerning the review and estimated settlement.

2 Revenue and expenses for the years ended December 31, 2004, 2001 and 2000 included certain Class B share distribution- and financing-related
income and expenses. In 2002 and 2003, Federated did not recognize such B-share distribution- and financing-related income or expenses. See
Note (1)(k) to the Consolidated Financial Statements.

3 Beginning January 1, 2002, Federated no fonger amortizes gooawill which is in accordance with the provisions of Statement of Financial Accounting
Standards No. 142, “Goodwill and Other Intangible Assets” (SFAS 142).

Totals may not surn due to rounding.
5 On December 31, 2001, Federated repard the remaining balance of its recourse debt which was scheduled to mature in June 2006.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

of Financial Condition and Results of Operations

Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with the
Selected Consolidated Financial Data and the Consolidated Financial Statements appearing elsewhere in this report.

General

Federated Investors, Inc. (together with its subsidiaries, Federated) is one of the largest investment managers in the United States with
$179.3 billion in managed assets as of December 31, 2004. The majority of Federated’s revenue is derived from advising and
administering Federated mutual funds, separately managed accounts and other Federated-sponsored products, in both domestic and
international markets. Federated also derives revenue from administering mutual funds sponsored by third parties and from providing
various other mutual fund-related services, including distribution, shareholder servicing, trade clearing and retirement plan
recordkeeping services (collectively, Other Services).

Investment advisory fees, administrative fees and certain fees for Other Services, such as distribution and shareholder service fees, are
contract-based fees that are calculated as a percentage of the net assets of the investment portfolios that are managed or administered by
Federated. As such, Federated’s revenue is primarily dependent upon factors that affect the value of managed and administered assets
including market conditions and the ability to attract and maintain assets. Rates for Federated’s services generally vary by asset type and
investment objective and, in certain instances, decline as the average net assets of the individual portfolios exceed certain threshold
levels. Generally, rates charged for advisory services provided to equity products are higher than rates charged on money market and
fixed-income products. Accordingly, revenue is also dependent upon the relative composition of average assets under management.
Federated pays a significant portion of its distribution and shareholder service fees to financial intermediaries that sell and service
Federated-sponsored products. These payments are generally calculated as a percentage of net assets attributable to the party receiving
the payment and are recorded on the Consolidated Statements of Income either as reductions to revenue as in the case of certain
sharcholder service fee payments or as an expense as in the case of certain distribution fee payments.

Federated’s remaining Other Services fees are based on fixed rates per transaction or retirement plan participant. Revenue relating to
these services will vary with changes in the number of transactions and plan participants which are impacted by sales and marketing
efforts, competitive fund performance, introduction and market reception of new products and acquisitions.

Federated’s most significant operating expenses include compensation and related costs, which represent fixed and variable
compensation and related employee benefits, and marketing and distribution costs.

Business Developments

The Consolidated Financial Statements for the years ended December 31, 2004 and 2003 reflect a $31.2 million and $21.1 million
pretax charge, respectively, for various legal, regulatory and compliance matters, including costs incurred and estimated to complete
Federated’s internal review as well as costs incurred on behalf of the funds. Of these amounts, $17.4 million and $7.6 million,
respectively, represent management’s current estimate of the costs relating to an anticipated settlement of governmental investigations
concerning market timing and late trading allegations (Settlement Charge). Neither the Securities and Exchange Commission (SEC)
nor the New York State Attorney General has passed on the establishment or amount of this Settlement Charge. In order to estimate
the accrual for expenses relating to remedying any damages to the Federated Funds, management made assumptions concerning the
timing and effort involved to complete the internal review. If actual experience differs significantly from the judgments used to
determine the initial estimate, the amount accrued as of December 31, 2004 would be subject to further revision. In addition,
Federated’s management is unable to estimate the ultimate impact of any settlement proceedings, including the tax deductibility of these
costs, and therefore final resolution of these matters may have a material impact on Federated’s consolidated results of operations,
financial position or cash flows. '

In the fourth quarter 2004, Federated reached a definitive agreement to acquire the cash management business of Alliance Capital
Management L.P. (Alliance). Currently in connection with this acquisition, up to approximately $25 billion in assets from 22 third-
party-distributed money market funds of AllianceBernstein Cash Management Services is expected to be transitioned into Federated
money market funds. This transaction has been approved by the boards of directors of both Federated and Alliance, as well as by each
mutual fund’s board of directors/trustees. This transaction, which is expected to close in phases between the first and third quarters of
2005, includes upfront cash payments totaling approximately $25 million due at the transaction closing dates as well as contingent
purchase price payments payable over five years. The contingent purchase price payments will be calculated as a percentage of revenue
less operating expenses directly attributed to these assets. At the current levels, these additional payments would approximate $68
million over five years. This acquisition will be accounted for using the purchase method of accounting. In the third quarter 2004,
assets of four mutual funds previously advised by Banknorth N.A., a subsidiary of Banknorth Group, Inc., totaling approximately $265
million were acquired by four Federated-sponsored mutual funds. This transaction occurred in connection with an agreement between
Federated, Banknorth Group, Inc. and Banknorth N.A. In the third quarter 2003, assets of eight mutual funds previously advised by
Riggs Investment Advisors, Inc., a subsidiary of Riggs National Corporation, totaling approximately $465 million were acquired by
eight Federated-sponsored mutual funds (Riggs Acquisition). This acquisition occurred in connection with an agreement between
Federated, Riggs Investment Advisors, Inc., and Riggs Bank N.A. In the second quarter 2002, Federated signed an agreement with
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MANAGEMENT'S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

FirstMerit Advisors, Inc. and FirstMerit Corporation pursuant to which assets totaling approximately $250 million, previously advised
by FirstMerit, were acquired by various Federated funds (FirstMerit Acquisition).

On June 30, 2004, Federated completed the sale of its transfer agency function to an independent third-party provider of these services.
The operating results of this business were reported net of tax as discontinued operations on the Consolidated Financial Statements
included elsewhere in this report for all periods presented.

Effective January 1, 2004, Federated was no longer responsible for providing accounting services to the Federated-sponsored funds.
Rather, the funds began contracting directly with an independent third-party provider of portfolio accounting services. As a result,
beginning in 2004, Federated no longer recognizes revenue or third-party expenses in the Consolidated Staternents of Income for
portfolio accounting services provided to the Federated-sponsored funds. Federated’s revenue in 2003 and 2002 included $16.6 million
and $16.3 million, respectively, for these portfolio accounting services.

Since 1997, Federated has funded the payment of commissions on the sale of Class B shares of Federated-sponsored mutual funds by
selling its right to future cash flow streams associated with the B-share deferred sales commissions to independent third parties. During
this period, these funding arrangements were accounted for as financings or sales based on the terms of the arrangements. Since
December 2003, after discussions with the staff at the SEC, Federated has recorded deferred sales commissions and nonrecourse debt in
the Consolidated Balance Sheets to reflect financing accounting treatment consistently for all such funding arrangements. Federated
previously applied sale accounting treatment to account for the sale of distribution fees (including CDSCs) in the Consolidated
Statements of Income for 2003 and 2002. No adjustments were made to the Consolidated Statements of Income for 2003 or 2002 to
reflect financing accounting based on materiality. Beginning January 1, 2004, the sale of distribution fees (including CDSCs) are
reflected as financing arrangements in the Consolidated Statement of Income. For purposes of evaluating trends in the company’s
operating results, management generally excludes the impact of these income and expense items. See Note (9) to the Consolidated
Financial Statements for more information regarding Federated’s accounting for B-share funding arrangements.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

Asset Highlights
Managed and Administerad Assets at Period End
Percent
in millions as of December 31, 2004 2003 Change
Managed Assets
By Asset Type
Money market $ 124,302 $ 142,773 {13 %)
Fixed-income 25,953 29,517 (12 %)
Equity 29,013 25,627 13 %
Total managed assets $ 179,268 $ 197,917 9 %)
By Product Type
Mutual Funds:
Money market $ 110,559 $ 128,878 (14 %)
Fixed-income 21,137 24,004 {12 %)
Equity 25,951 22,817 14 %
Total mutual fund assets 157,647 175,699 (10 %)
Separate Accounts:
Money market 13,743 13,895 (1 %)
Fixed-income 4,816 5,513 (13 %)
Equity 3,062 2,810 9%
Total separate account assets 21,621 22,218 (3 %)
Total managed assets $ 179,268 $ 197,917 (9 %)
Administered Assets $ 37,164 $ 43,428 (14 %)
Average Managed and Administered Assets
2004 2003
in millions for the years ended December 31, 2004 2003 2002 vs. 2003 vs. 2002
Average Managed Assets
By Asset Type
Money market $ 134,096 § 149,703 § 145288 (10 %) 3%
Fixed-income 27,248 28,931 23,673 6 %) 22%
Equity 26,476 20,849 20,281 27 % 3%
Total average managed assets $ 187,820 § 199,483 § 189,242 (6 %) 5%
By Product Type
Mutual Funds:
Money market $ 119,745 § 134,413 § 135,506 (11 %) (1 %)
Fixed-income 22,301 23,869 19,773 (7 %) 21 %
_Equity 23,827 18,702 18,483 27 % 1%
Total average mutual fund assets 165,873 176,984 173,762 {6 %) 2%
Separate Accounts:
Money market 14,351 15,290 9,782 (6 %) 56 %
Fixed-income 4,947 5,062 3,900 (2 %) 30 %
Equity 2,649 2,147 1,798 23 % 19 %
Total average separate account assets 21,947 22,499 15,480 (2 %) 45 %
Total average managed assets $ 187,820 § 199483 § 189,242 (6 %) 5%
Average Administered Assets $ 41,208 § 39,513 § 38,032 4% 4%
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

Changes in Federated’s average asset mix vear over year have a direct impact on Federated’s total revenue due to the difference in the
fees per invested dollar earned on each asset type. Equity products generally have a higher management fee rate than fixed-income or
money market products. The following table presents the relative composition of average managed assets and the percent of total
revenue derived from each asset type over the last three years:

Percentage of Total Average Managed Assets Percent of Total Revenue
2004 2003 2002 2004 2003 © 2002
Money market assets 71% 75% 77% 40% 48% 51%
Fixed-income assets 15% 15% 12% 19% 20% 17%
Equity assets 14% 10% 11% 37% 27% 26%
Other activities - - - 4% 5% 6%

The December 31, 2004 period-end managed assets decreased 9% over period-end managed assets at December 31, 2003. Average
managed assets for the year ended December 31, 2004 decreased 6% over average managed assets for 2003. Equity assets benefited from
positive market conditions and net sales during the year, increasing 13% to $29.0 billion as of December 31, 2004 from December 31,
2003. Average equity assets grew 27% during 2004 to $26.5 billion as compared to the same period last year. Total and average fixed-
income and money market assets declined in 2004 as compared to 2003 due largely to the expectation and occurrence of rising short-
term interest rates. Fixed-income assets decreased 12% as of December 31, 2004 as compared to December 31, 2003 while average
fixed-income assets decreased 6% for 2004 as compared to 2003. Money market assets at December 31, 2004 declined 13% as compared
to December 31, 2003 while average money market assets declined 10% for 2004 as compared to 2003.

Federated grew total and average assets in 2003. Period-end managed assets increased slightly over 2002 period-end managed assets
principally as a result of significant growth in total equity assets at a rate of 42% for the year. Equity assets benefited from improved
market conditions and strong net sales during the year. Strong fixed-income asset sales in the first half of 2003 also contributed to
overall growth in assets in 2003. Money market assets declined during the year as the rate advantage from the Federal Reserve Bank
easings in late 2002 and in the first half of 2003 dissipated and as equity markets improved during the second half of 2003. Average
managed assets grew 5% in 2003 due in large part to significant growth in fixed-income assets during the latter half of 2002 and the first
half of 2003. Average equity assets also grew 3% in 2003 primarily as a result of market appreciation and to a lesser extent, positive net
sales in equity fund assets during 2003. Money market average assets grew 3% in 2003 and ended the year with an average of $149.7
billion in assets.

Components of Changes in Equity and Fixed-Income Fund Managed Assets

Percent
in millions for the years ended December 31, 2004 2003 Change
Equity Funds
Beginning assets $ 22,817 $ 16,240 40%
Sales 5,972 6,320 (6%)
Redemptions (5,532) (5,208) 6%
Net sales 440 1,112 (60%)
Net exchanges 257 298 (14%)
Acquisition related 105 47 123%
Other' 2,332 5,120 (54%)
Ending equity fund assets $ 25,951 $ 22,817 14%
Fixed-Income Funds
Beginning assets § 24,004 $ 22,169 8%
Sales 7,719 14,206 (46%)
Redemptions (11,209) (13,134) (15%)
Net (redemptions) sales (3,490) 1,072 (426%)
Net exchanges 11 (362) 103%
Acquisition related 220 118 86%
Other' 392 1,007 (61%)
Ending fixed-income fund assets $ 21,137 $ 24,004 (12%)

1 Includes changes in the market value of securities held by the funds, reinvested dividends and distributions and net investment income.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

Federated’s investment products are primarily distributed in four markets. These markets and the relative percentage of managed assets
at December 31, 2004 attributable to such markets are as follows: trust market (49%), broker/dealer market (27%), institutional market
(13%) and international market (2%).

Results of Operations

Revenue. The following table sets forth components of total revenue for the three years ended December 31:

2004 2003
in millions 2004 2003 2002 vs. 2003 vs, 2002
Revenue from managed assets
Investment advisory fees, net $ 546.2 $ 5284 $ 516.4 3% 2%
Administrative service fees, net 121.9 129.6 127.9 (6%) 1%
All other, net 139.8 99.9 96.8 40% 3%
Revenue from managed assets 807.9 757.9 741.1 7% 2%
Revenue from sources other than managed assets 39.1 37.9 37.9 3% 0%
Total revenue $ 847.0 $ 7958 $§ 779.0 6% 2%

Revenue from managed assets increased $50.0 million in 2004 as compared to 2003 due to 1) an increase of $69.6 million resulting
from significant asset growth in average equity assets under management, 2) a $49.0 million increase in “Other service fees, net —
affiliates” relating to the application of financing treatment in 2004 to account for all B-share funding arrangements, 3) a $3.0 million
reduction in advisory fee waivers due to reduced portfolio accounting expenses of the funds, offset by 4) a reduction in fixed-income
and money market assets resulted in a $56.8 million decrease in revenue from managed assets, 5) a $16.3 million reduction in “Other
service fees, net ~ affiliates” due to changes in the Federated-fund-related portfolio accounting contracts effective for 2004 and 6) a
reduction of $1.4 million in “Cther service fees, net — affiliates” due to the accrual for the return of shareholder service fees to various
Federated funds resulting from an administrative delay in the implementation of contractual terms.

Revenue from managed assets increased $16.8 million in 2003 as compared to 2002, Significant asset growth in equity and fixed-
income products contributed to an increase in revenue from managed assets of $32.8 million while a reduction in money market assets
resulted in a $10.9 million decrease in revenue from managed assets. Revenue from managed assets grew to a lesser degree than growth
in average assets due to a higher composition of money market and fixed-income products.

Revenue from sources other than managed assets increased $1.2 million in 2004 as compared to 2003 and remained flat in 2003 as
compared to 2002, The increase in 2004 primarily reflects increased revenue of $2.7 million resulting from increased assets for clearing
and retirement services partially offset by a decrease of $2.1 million due to a reduction in the number of bank clients for fund
administration and accounting services. Management estimates a $7.3 million reduction in revenue from sources other than managed
assets in 2005 as compared to 2004 as a direct result of these reductions in the number of bank clients for fund administration and
accounting services. These reductions will be partially offset by revenue from managed assets to be earned on certain previously
administered assets acquired by Federated in 2004 and a reduction in related marketing and distribution expenses. After giving
consideration to these offsets, management expects the net reduction in operating income resulting from these client changes to
approximate $5.5 million for 2005 as compared to 2004.

Future revenue may be adversely affected by the recent and ongoing increased scrutiny by regulators and the financial press on fee levels
associated with the mutual fund industry.

Operating Expenses. The following table sets forth operating expenses for the three years ended December 31:

2004 2003
in millions 2004 2003 2002 vs. 2003 vs. 2002
Compensation and related $ 171.8 § 169.7 $ 1654 1% 3%
Marketing and distribution 156.4 156.1 146.2 0% 7%
Amortization of deferred sales commissions 55.7 14.9 14.5 274% 3%
Amortization of intangible assets 10.7 105 11.2 2% (6%)
Other . 135.4 137.2 117.4 (1%) 17%
Total operating expenses $ 5300 § 4884 § 4547 9% 7%

The Consolidated Financial Statements for the years ended December 31, 2004 and 2003 reflect a $31.2 million and $21.1 million
pretax charge, respectively, for various legal, regulatory and compliance matters, including costs incurred and estimated to complete
Federated’s internal review as well as costs incurred on behalf of the funds. Of these amounts, $17.4 million and $7.6 million,
respectively, relate to the Settlement Charge. Neither the SEC nor the New York State Attorney General has passed on the
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MANAGEMENT'S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

establishment or amount of this Settlement Charge. In order to estimate the accrual for expenses relating to remedying any damages to
the Federated Funds, management made assumptions concerning the timing and effort involved to complete the internal review. If
actual experience differs significantly from the judgments used to determine the initial estimate, the amount accrued as of December 31,
2004 would be subject to further revision. In addition, Federated’s management is unable to estimate the ultimate impact of any
settlement proceedings, including the tax deductibility of these costs, and therefore final resolution of these matters may have a material
impact on Federated’s consolidated results of operations, financial position or cash flows.

Total operating expenses for 2004 increased 9% or $41.6 million over 2003. Compensation and related expense increased $2.1 million
in 2004 over 2003 due to 1) a $1.8 million increase in the accrual for contingent incentive compensation associated with the acquisition
of substantially all of the business of the former advisor of the Kaufmann Fund (Kaufmann Acquisition), 2) a $2.2 million increase in
other bonus programs, 3) a $1.7 million increase in employer-related taxes due principally to the exercise of options and taxable transfer
of restricted stock, 4) a $1.1 million increase in salary levels, offset by 5) a $5.5 million reduction relating to a new bonus program
available to certain employees in 2004, pursuant to which a portion of the bonus earned in 2004 will be paid out in the form of
restricted stock to be granted in the first quarter 2005 with a three-year prospective vesting term.

Amortization of deferred sales commissions increased in 2004 as compared to 2003 primarily as a result of applying financing treatment
in 2004 to account for all B-share funding arrangements in the Consolidated Statements of Income.

All other expenses decreased $1.8 million in 2004 as compared to 2003. This decrease relates primarily to decreases in “Professional
service fees,” “Advertising and promotional” and “Office and Occupancy” partially offset by an increase in “Other.” The $10.4 million
decrease in “Professional service fees” is composed primarily of a $13.7 million decrease related to the elimination of portfolio
accounting expenses resulting from changes in the Federated-fund-related contracts partially offset by an increase of $2.9 million due to
increased legal fees. The $2.0 million decrease in “Advertising and promotional” was due primarily to a $0.9 million reduction in
marketing materials expense primarily as a result of decreased sales and a $1.0 million decrease in Federated’s advertising campaign. The
$2.8 million decrease in “Office and occupancy” was due to: 1) a decrease of $1.4 million caused by an amendment in early 2004 to the
building lease for Federated’s corporate headquarters which included the surrender of certain floors and resulted in the reversal of
unamortized balances of related refurbishment allowances and deferred rent associated with these surrendered floors, 2) a $0.7 million
decrease in postage expenses associated with the internal investigation into past mutual fund trading activities and 3) a $0.7 million
decrease in depreciation expense due to certain capitalized projects becoming fully depreciated in 2004. The $13.7 million increase in
“Other” is composed primarily of 1) a $9.8 million increase as a result of the Settlement Charge, 2) a $1.9 million charge to return
shareholder service fees to various Federated funds resulting from an administrative delay in the implementation of contractual terms,
and 3) a $1.7 million charge for remedial actions related to various fund transactions and trading issues.

Total operating expenses for 2003 increased 7% or $33.7 million over 2002. Compensation and related expense increased $4.3 million
in 2003 over 2002. This increase relates to 1) a $2.3 million increase in the accrual for contingent incentive compensation associated
with the Kaufmann Acquisition, 2) a $3.9 million increase related to other bonus programs, offset by 3) a decrease of $2.3 million due
to the outsourcing of Federated’s mutual fund legal staff in 2002.

The 7% increase in marketing and distribution expense primarily reflects an increase of $7.5 million due to increases in the cost of
distributing Federated products through intermediaries during the year, an increase of $3.7 million related to increased equity and fixed-
income assets, partially offset by a decrease of $3.3 million related to decreased money market assets. Other operating expenses for 2003
included a $21.1 million charge for the internal review and estimated settlement related to past mutual fund trading practices, which
was primarily recorded in “Professional service fees” ($12.5 million) and “Other” ($7.6 million Settlement Charge).

Nonoperating Income (Expenses). The following table sets forth nonoperating income (expenses) for the three years ended
December 31:

Note
in millions 2004 2003 2002 Reference
Collateralized Debt Obligation (CDO) impairments $ 0 $ 0 $ (1.8) ©)
Performance seed investment losses 0 0 ©.2)

All other nonoperating expenses, net (17.7) (2.8) (3.4)
Total nonoperating expenses, net $ (17.7) $ (2.8) $ (5.4

Federated’s total net nonoperating expense increased $14.9 million in 2004 as compared to 2003 primarily as a result of applying
financing treatment in 2004 to account for all B-share funding arrangements, which increased expense by $16.8 million in 2004 and
was partially offset by a $1.4 million increase in dividend income.

Federated reported total net nonoperating expenses of $2.8 million for 2003 as compared to $5.4 million for 2002. Of the $2.6 million
decline in net nonoperating expenses for 2003, $2.0 million related to investment losses recognized in 2002 for other-than-temporary
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and realized declines in the fair values of certain of Federated’s CDO and performance seed investments. The remaining $0.6 million
decrease in net nonoperating expenses for 2003 primarily relates to realized losses of $0.7 million on the sale of trading securities in
2002, partially offset by $0.1 million in lower interest and dividend income in 2003.

Income Taxes on Continuing Operations. The income tax provision for continuing operations for 2004, 2003 and 2002 was $110.2
million, $106.3 million and $109.3 million, respectively. The change in the provision for 2004 as compared to 2003 is primarily due to
the non-deductible portion of the Settlement Charge ($3.5 million) and increased state taxes ($3.1 million} whereas the change in the
provision for 2003 as compared to 2002 primarily reflects changes in the level of income from continuing operations before income
taxes. The effective tax rate was 38.1% for 2004, 36.1% for 2003 and 35.5% for 2002.

Income from Continuing Operations. The following table sets forth highlights of Federated’s operations for the three years ended
December 31:

2004 2003
in millions, except per share data 2004 2003 2002 vs. 2003 vs. 2002
Income from continuing operations $ 1791 $ 1881 § 1988 (5%) (5%)
Income from discontinued operations : 21 34 5.0 (38%) (31%)
Net income 181.2 191.5 203.8 (5%) (6%)
Diluted earnings per share:
Income from continuing operations ‘ $ 1.62 § 168 § 169 (4%) (1%)
Income from discontinued operations $ 0.02 $ 003 $ 004 {33%) (25%)
Net income' $ 1.64 $ 171 $ 174 (4%) (2%)
Weighted-average shares outstanding — assuming dilution 110.4 112.1 117.3 (1%) (4%)

1 Totals may not sum due to rounding.

Income from continuing operations decreased 5% or $9.0 million in 2004 as compared to 2003 primarily as a result of the changes in
revenues and expenses noted above. In 2004, diluted earnings per share for income from continuing operations decreased 4% or $0.06
per diluted share as the impact of decreased income from continuing operations was slightly offset by lower weighted-average diluted
shares outstanding.

Income from continuing operations decreased 5% or $10.7 million in 2003 as compared to 2002 primarily as a result of the changes in
revenues and expenses noted above. In 2003, diluted earnings per share for income from continuing operations decreased 1% or $0.01
per diluted share from 2002 as the impact of decreased income from continuing operations was largely offset by lower weighted-average
diluted shares outstanding.

Income from Discontinued OGperations. Discontinued operations reflect the sale of Federated’s transfer agency business on June 30,
2004. The sale did not result in a material gain or loss on disposal. For the years ended December 31, 2004, 2003, and 2002, Federated
reported income from discontinued operations of $2.1 million, $3.4 million and $5.0 million, respectively, which primarily reflects the
after-tax results of operations of the sold business (see Note (2) to the Consolidated Financial Statements).

Liquidity and Capital Resources

At December 31, 2004, liquid assets, consisting of cash and cash equivalents, marketable securities and receivables, totaled $292.1
million as compared to $272.3 million in 2003. The balance at the end of 2004 was higher than the balance at the end of 2003 as a
result of cash generated by operations during 2004. Federated also had a B-share funding arrangement with an independent third party
and $150.0 million available for borrowings under its credit facility as of December 31, 2004 (see Notes (8) and (9) to the Consolidated
Financial Statements).

Operating Activities. Net cash provided by operating activities totaled $297.0 million for 2004 as compared to $248.8 million for
2003. The change in 2004 to financing accounting treatment of all B-share funding arrangements resulted in the elimination of
proceeds from sale of certain B-share-related future revenues and was the primary cause of the significant increases in both the
amortization of deferred sales commissions ($40.8 million) and the contingent deferred sales charges received ($24.5 million). Deferred
sales commissions paid decreased $26.3 million primarily as a result of reduced sales of the B-share asset class. An increase of $36.0
million in the tax benefit from stock-based compensation resulted from the vesting and employee tax realization of 1.9 million shares of
restricted stock and the exercise of 2.1 million options during the year. This tax benefit was recorded as an increase to “Class B
Common Stock”, and due to the nature of the calculation of estimated federal income taxes, served to increase “Prepaid and other
current assets” as of December 31, 2004. Cash provided by operating activities for the year ended December 31, 2004 also included the
receipt of $16.5 million related to an insurance recovery for a claim submitted to cover costs associated with the internal review into
past mutual fund trading practices (see Note (7) to the Consolidated Financial Statements).
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Investing Activities. In 2004, Federated used $71.8 million for investing activities. Of this amount, Federated paid $66.2 million in
contingent purchase price payments related to the Kaufmann Acquisition, which resulted in additional goodwill. In addition, Federated
paid $5.5 million to acquire property and equipment, $3.5 million of which was computer related.

Financing Activities. I[n 2004, Federated used $201.5 million for financing activities. Of this amount, Federated used $119.6 million to
repurchase 4.1 million shares of Class B common stock in the open market and in private transactions under the stock repurchase
program. As of December 31, 2004, Federated can repurchase an additional 5.8 million shares through its authorized programs through
December 31, 2006.

Federated paid dividends to holders of its common stock in 2004 equal to $44.7 million or $0.414 per share. Federated’s board of
directors declared a dividend of $0.125 per share, effective February 3, 2005, that was paid on February 28, 2005.

Stock repurchases and dividend payments are subject to restrictions under the Second Amended and Restated Credit Agreement, as
amended. These restrictions limit cash payments for additional stock repurchases and dividends to 50% of net income from January 1,
2000 to and including the payment date. After considering earnings through December 31, 2004 Federated, given current debt
covenants as disclosed in the Subsequent Events footnote (Note (24) to the Consolidated Financial Statements), has the ability to make
additional stock repurchase or dividend payments of more than $137 million.

Contractual Obligations and Contingent Liabilities

Contractual. The following table presents as of December 31, 2004, Federated’s significant fixed and determinable contractual
obligations by payment date. The payment amounts represent amounts contractually due to the recipient and do not include any
unamortized discounts or other similar carrying value adjustments. Further discussion of the nature of each obligation is included either
in the referenced Note to the Consolidated Financial Statements or in a footnote to the table.

Payments due in

Note
in millions Reference 2005 2006-2007 2008-2009 After 2009 Total
Capital lease obligations ) $0.6 $0 $0 $0 $0.6
Operating lease obligations (13) 13.1 239 18.6 39.1 94.7
Purchase obligations' 10.7 12.5 0.8 0 24.0
Employment-related commitments’ 5.0 1.5 0 0 6.5
Kaufmann contingent payment (4) 29.5 0 0 0 295
Total $58.9 $37.9 $19.4 $39.1 $155.3

1 Federated is a party to various contracts pursuant 1o which it receives certain services including legal, trade order transmission and recovery services, as
well as access to various fund-related information systems and research databases. These coniracts contain certain minimum noncancelable payments,
canceliation provisions and renewal terms. The contracts expire on various dates through the year 2008. Costs for such services are expensed as
incurred.

2 Federated has certain domestic and international erployment arrangements pursuant to which Federated is obligated to make minimum compensation
payments. These contracts expire on various dates through the year 2007.
Pursuant to various acquisition agreements entered into by Federated in 2001, 2002 and 2003, Federated may be required to make
additional payments to the seller in each acquisition contingent upon the occurrence of certain events. In 2001, Federated completed
the Kaufmann Acquisition. In addition to the upfront purchase price paid at the date of the acquisition, the acquisition agreement
provides for additional payments based upon the achievement of specified revenue growth through April 2007. As of December 31,
2004, $29.5 million of contingent payments have been accrued in “Other current liabilities—affiliates” to be paid in 2005. In addition
to the $29.5 million accrued at December 31, 2004, Federated could pay an additional $50.1 million between 2005 and 2007 as
contingent payments if revenue targets are met.

In addition, pursuant to certain remaining acquisition agreements, Federated is required to make contingent payments on a periodic
basis calculated as a percentage of average assets under management on certain Federated fund shareholder accounts for which the seller
1s the named broker/dealer of record. In these cases, the payments occur monthly or quarterly and could continue through fourth
quarter 2008.

Internal Review of Mutual Fund Trading Activities. As previously reported, since September 2003 Federated has conducted an internal
review into certain mutual fund trading activities in response to requests for information from the SEC, National Association of
Securities Dealers (NASD) and New York State Attorney General. Federated subsequently received inquiries relating to such trading
activities from the U.S. Attorneys Office for the Western District of Pennsylvania, the Commodity Futures Trading Commission, the
Securities Commissioner and the Attorney General of West Virginia, and the Connecticut Banking Commission. Attorneys from the
law firms of Reed Smith LLP and Davis, Polk & Wardwell are conducting the review at the direction of a special investigative
committee of Federated’s board of directors. The special investigative committee is currently comprised of the board as a whole.
Attorneys from the law firm of Dickstein Shapiro Morin & Oshinsky, LLP, independent counsel for the Federated mutual funds,
participated in the review and reported on its progress to the independent directors of the funds.
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In February 2004, the Company announced that the special investigative committee of the Board of Directors had substantially
completed its assessment of the impact of past mutual fund trading issues. Based upon the findings of the internal review and of an
independent expert retained by the Federated mutual funds, Federated paid restoration of $8.0 million (of which a $7.6 million
Settlement Charge was recorded in 2003) to compensate for the detrimental impact from the improper trading activities identified in
the review. Federated has substantially completed its review of information relating to trading activities.

Federated announced on January 24, 2005 that it was in settlement discussions with the SEC and New York State Attorney General.

The Consolidated Financial Statements for the years ended December 31, 2004 and 2003 reflect a $31.2 million and $21.1 million
pretax charge, respectively, for various legal, regulatory and compliance matters, including costs incurred and estimated to complete
Federated’s internal review as well as costs incurred on behalf of the funds. Of these amounts, $17.4 million and $7.6 million,
respectively, relate to the Settlement Charge. Neither the SEC nor the New York State Attorney General has passed on the
establishment or amount of this Settlement Charge. In order to estimate the accrual for expenses relating to remedying any damages to
the Federated Funds, management made assumptions concerning the timing and effort involved to complete the internal review. If
actual experience differs significantly from the judgments used to determine the initial estimate, the amount accrued as of December 31,
2004 would be subject to further revision. In addition, Federated’s management is unable to estimate the ultimate impact of any
settlement proceedings, including the tax deductibility of these costs, and therefore final resolution of these matters may have a material
impact on Federated’s consolidated results of operations, financial position or cash flows.

Legal Proceedings. Since October 2003, Federated Investors, Inc. and related entities {collectively, the Federated Defendants) have
been named as defendants in twenty-one cases filed in various federal district courts and state courts involving allegations relating to
market timing, late trading and excess fees. All of the pending cases involving allegations related to market timing and late trading have
been transferred to the U.S. District Court for the District of Maryland and consolidated for pre-trial proceedings. One market
timing/late trading case was voluntarily dismissed by the plaintift without prejudice.

The six excessive fee cases were originally filed in four different federal courts and one state court. Four of the federal cases are now
pending in the U.S. District Court for the Western District of Pennsylvania. The fifth federal case was pending in the Western District
of Tennessee as of December 31, 2004, but on February 15, 2005, the court granted Federated’s motion to transfer that case to the
Western District of Pennsylvania. A state court case was voluntarily dismissed by the plaintiff without prejudice.

In addition to the market timing and excessive fee litigation, certain Federated entities have recently been named defendants in a new
class action filed in the U.S District Court for the Eastern District of Pennsylvania. Plaintiffs in this case claim that Federated has failed
to ensure that the Federated Funds participated in class action settlements for which they were eligible.

All of these lawsuits seek unquantified damages, attorneys’ fees and expenses. Federated intends to defend this litigation. The potential
impact of these recent lawsuits and future potential similar suits is uncertain. It is possible that an unfavorable determination will cause a
material adverse impact on Federated’s financial position, results of operations or liquidity in the period in which the effect becomes
reasonably estimable.

In addition, Federated has other claims asserted and threatened against it in the ordinary course of business. These other claims are
subject to inherent uncertainties. In the opinion of management, after consultation with counsel, it is unlikely that any adverse
determination for any pending or threatened other claim will materially affect the financial position, results of operations or liquidity of
Federated.

Future Cash Needs. In addition to the contractual obligations and contingent liabilities described above, management expects that
principal uses of cash will include paying incentive and base compensation, advancing sales commissions, funding marketing and
promotion expenditures, repurchasing company stock, paying shareholder dividends, funding business acquisitions, funding property
and equipment acquisitions, including computer-related equipment, seeding new products, and settling with the SEC and New York
Attorney General. As a result of recently adopted regulations and frequent requests for information from regulatory authorities,
management anticipates that expenditures for compliance personnel, compliance systems and related professional and consulting fees
will increase. Resolution of the matters described above regarding the internal review, other regulatory inquiries and legal proceedings
could result in payments, including fines and/or penalties which may have a significant impact on Federated’s liquidity, capital resources
and results of operations. Federated has also experienced increases in the cost of insurance, including professional liability, fidelity bond
coverage and health care. Management expects these increases in the cost of insurance, including the assumption of additional risk, to
be significant going forward. Management believes that Federated’s existing liquid assets, together with the expected continuing cash
flow from operations, its borrowing capacity under the current credit facility, the current B-share funding arrangement and its ability to
issue stock will be sufficient to meet its present and reasonably foreseeable cash needs.

In September 2004, a wholly owned subsidiary of Federated entered into a discretionary line of credit agreement with a bank under
which it can borrow up to $50 million for the payment of obligations associated with daily net settlements of mutual funds processed
through the National Securities Clearing Corporation. Borrowings under this 364-day agreement bear interest at a rate mutually agreed
upon by the bank and the borrower at the time of the borrowing and are payable on demand. At December 31, 2004, the outstanding
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balance under this agreement was zero. Federated guarantees the payment of any obligation owed by the subsidiary in connection with
this line of credit.

Variable Interest Entities

In 2003, the Financial Accounting Standards Board (FASB) 1ssued FASB Interpretation No. 46 (revised December 2003),
“Consolidation of Variable Interest Entities,” (FIN 46). FIN 46 provides guidance on how to identify a variable interest entity (VIE)
and determine when the assets, liabilities, noncontrolling interests, and results of operations of a VIE need to be included in a
company’s consolidated financial statements. Under FIN 46, a VIE must be consolidated by the entity that will absorb a majority of the
VIE’s expected losses and/or receive a majority of the VIE’s expected residual returns. The consolidating entity is referred to as the
primary beneficiary of the VIE.

At December 31, 2004, Federated acted as the investment manager for two high-yield CDO products and a mortgage-backed CDO
product pursuant to the terms of an investment management agreement between Federated and each CDO. The CDOs are alternative
investment vehicles created in 1999 and 2000 for the sole purpose of issuing collateralized debt instruments that offer investors the
opportunity for returns that vary with the risk level of their investment. Certain securities issued by the CDOs are subject to greater risk
than traditional investment products. The notes issued by the CDOs are backed by diversified portfolios consisting primarily of
structured debt and had original expected maturities of five to twelve years. As a result of their corporate governance, the CDOs meet
the definition of a VIE under FIN 46. After performing an expected cash flow analysis for each CDO, management determined that
Federated is not the primary beneficiary of the CDOs as defined by FIN 46 and thus has not consolidated the financial condition and
results of operations of these CDOs in Federated’s Consolidated Financial Statements. As of December 31, 2004, aggregate total assets
and aggregate total obligations of the CDQOs approximated $1 billion, respectively.

Federated holds an investment in each CDO, which exposes it to risk of loss to the extent of the carrying value of the investments. As
of December 31, 2004, the remaining $0.6 million carrying value of one of these investments represented Federated’s maximum
exposure to loss over the remaining life of the CDOs. In January 2005, this investment was liquidated for $0.7 million.

In addition, a2 number of Federated-sponsored investment products, including offshore money market and fluctuating-value fund
products, closed-end fixed-income funds and a group trust meet the definition of VIEs under FIN 46. Federated is not the primary
beneficiary of these VIEs and therefore Federated has not consolidated these entities. As of December 31, 2004, total assets under
management in these investment products approximated $9 billion. Federated’s investments in these products represent its maximum
exposure to loss. As of December 31, 2004, Federated’s investment in these investment products was $25.3 million, of which $25.1
million was invested in Irish-domiciled money market funds.

Recent Accounting Pronouncements

In December 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities”. In accordance with the applicable transition
provisions, management applied a two-step approach to its adoption of FIN 46. As of December 31, 2003, management adopted the
provisions of FIN 46 for all special-purpose entities and concluded that its relationship with the CDO products, for which Federated
acts as investment manager, met the definition of significant variable interests. As of March 31, 2004, management completed its analysis
of the impact of adopting FIN 46 to account for any additional VIEs with which Federated is involved. The adoption did not have a
material impact on Federated’s results of operations or financial position. See Note (19) Variable Interest Entities for a discussion
regarding Federated’s significant variable interests as of December 31, 2004,

On December 16, 2004, the FASB issued Statement of Financial Accounting Standards (SFAS) 123 (revised 2004), “Share-Based
Payment,” which is a revision of SFAS 123, “Accounting for Stock-Based Compensation”. SFAS 123(R) supersedes Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25), and amends SFAS 95, “Statement of Cash
Flows.” Generally, the approach in SFAS 123(R)) is similar to the approach described in SFAS 123, which as discussed in Note (1)(0),
Federated adopted on a prospective basis as of January 1, 2003. However, SFAS 123(R) requires all share-based payments to employees,
including grants of employee stock options, to be recognized in the income statement based on their fair values. Pro forma disclosure is
no longer an alternative. SFAS 123(R) must be adopted no later than the first interim or annual period beginning after June 15, 2005.
Early adoption will be permitted in periods in which financial statements have not yet been issued.

SFAS 123(R) permits public companies to adopt its requirements using one of two methods. (1) A “modified prospective” method in
which compensation cost is recognized beginning with the effective date (a) based on the requirements of SFAS 123(R)) for all share-
based payments granted after the effective date and (b) based on the requirements of SFAS 123 for all awards granted to employees prior
to the effective date of SFAS 123(R) that remain unvested on the effective date. (2) A “modified retrospective” method which includes
the requirements of the modified prospective method described above, but also permits entities to restate based on the amounts
previously recognized under SFAS 123 for purposes of pro forma disclosures either (a) all prior periods presented or (b) prior interim
periods of the year of adoption.

Federated plans to adopt SFAS 123(R) no later than July 1, 2005, but has not yet determined which method of adoption it will use.
Federated adopted the fair-value-based method of accounting for share-based payments effective January 1, 2003 using the prospective
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method described in SFAS 148, “Accounting for Stock-Based Compensation — Transition and Disclosure.” Currently, Federated uses
the Black-Scholes formula to estimate the value of stock options granted to employees and expects to continue to use this acceptable
option valuation model upon the required adoption of SFAS 123(R). Because SFAS 123(R) must be applied not only to new awards
but to previously granted awards that are not fully vested on the effective date, and because Federated adopted SFAS 123 using the
prospective transition method (which applied only to awards granted, modified or settled after the adoption date), compensation cost
for certain previously granted awards that were not recognized under SFAS 123 will be recognized under SFAS 123(R). However, had
Federated adopted SFAS 123(R) in prior periods, the impact of that standard would have approximated the impact of SFAS 123 as
described in the disclosure of pro forma net income and earnings per share in Note (1){o). SFAS 123(R) also requires the benefits of tax
deductions in excess of recognized compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as
required under current literature. This requirement will reduce net operating cash flows and increase net financing cash flows in periods
after adoption. While Federated cannot estimate what those amounts will be in the future (because they depend on, among other
things, when employees exercise stock options), the amount of operating cash flows recognized in prior periods for such tax deductions
were $39.5 million, $3.5 million, and $0.1 million in 2004, 2003 and 2002, respectively.

In December 2004, the FASB issued Staff Position No. 109-2, “Accounting and Disclosure Guidance for the Foreign Repatriation
Provision within the American Jobs Creation Act of 2004” (ESP 109-2) which provides guidance with respect to reporting the
potential impact of the repatriation provisions of the American Jobs Creation Act of 2004. FSP 109-2 allows additional time beyond the
financial reporting period to evaluate the effects under which the repatriation of certain foreign earnings will qualify for preferential tax
treatment. See Note (14) to the Consolidated Financial Statements for the required disclosure of FSP 109-2.

Critical Accounting Policies

Federated’s Consolidated Financial Statements have been prepared in accordance with accounting principles generally accepted in the
United States. In preparing the financial statements, management is required to make estimates and assumptions that affect the amounts
reported in the Consolidated Financial Statements and accompanying notes. Management continually evaluates the accounting policies
and estimates it uses to prepare the Consolidated Financial Statements. In general, management's estimates are based on historical
experience, on information from third-party professionals and on various other assumptions that are believed to be reasonable under the
facts and circumstances. Actual results may differ from those estimates made by management and those differences may be significant.

Of the significant accounting policies described in Note (1) to the Consolidated Financial Statements, management believes that its
policies regarding accounting for intangible assets, income taxes, stock~based employee compensation and loss contingencies involve a
higher degree of judgment and complexity (see Note (1) of the Consolidated Financial Statements).

Accounting for Intangible Assets. Two aspects of accounting for intangible assets require significant management estimates and
judgment: (1) valuation in connection with the initial purchase price allocation and (2) ongoing evaluation for impairment. The process
of allocating purchase price based on the fair value of identifiable intangible assets at the date of acquisition requires management
estimates and judgment as to expectations for profit margins on the assets, asset redemption rates, growth from sales efforts and the
effects of market conditions. If actual operating margins or the rate of changes in assets, among other assumptions, differ significantly
from the estimates and judgments used in the initial valuation for the purchase price allocation, the intangible asset amounts recorded in
the financial statements could be subject to possible impairment or could require an acceleration in amortization expense that could
have a material adverse effect on Federated’s consolidated financial position and results of operations.

The level, if any, of impairment of customer-related intangible assets, such as investment advisory contract intangible assets, is highly
dependent upon the remaining level of managed assets acquired in connection with an acquisition. Approximately 80% of the carrying
value of Federated’s customer-related intangible assets as of December 31, 2004 relates to a single renewable investment advisory
contract with one fund. Consecutive annual declines in the managed asset balance in this particular fund in excess of 60% over its
remaining useful life could have a considerable impact on the underlying value of Federated’s customer-related intangible assets. To
date, the actual compound annual rate of change in the acquired assets in this fund since the acquisition in 2001 has been more
favorable than the assumed rate. No changes have been made to this estimate in the current year.

Accounting for Income Taxes. Significant management judgment is required in developing Federated’s provision for income taxes,
including the determination of deferred tax assets and liabilites and any valuation allowances that might be required against the deferred
tax assets. As of December 31, 2004, Federated had not recorded a valuation allowance on the $6.6 million deferred tax asset relating to
Federated’s CDO other-than-temporary impairment losses. In January 2005, Federated’s investment in one CDO was liquidated.
Federated considered the following facts in connection with its evaluation of the realizability of the deferred tax asset: (1) the majority
of the impairment losses have not been realized for tax purposes, (2) the actual amount of capital loss associated with Federated’s
remaining investment in the CDCs will not be known until such time as those investments are either redeemed by the CDOs or sold
by Federated, (3) the January 2005 liquidation of Federated’s investment in one of the CDOs resulted in the realization of $0.6 million
of the deferred tax asset which may be offset within the 2005 tax year before recognition as a capital loss carryforward, (4) the carry-
forward period for capital losses is five years, and (5) Federated has historically generated capital gains in times of favorable market
conditions. Based on these factors, management believes it is more likely than not that Federated will be able to utilize these losses in
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the future. In the event that Federated’s preliminary strategies do not materialize, Federated may be required to record a valuation
allowance of as much as $6.6 million for these deferred tax assets.

Accounting for Stock-Based Employee Compensation. In 2003, Federated adopted the fair-value recognition provisions of SFAS
123, *“Accounting for Stock-Based Compensation” as amended by SFAS 148, “Accounting for Stock-Based Compensation — Transition
and Disclosure” for employee stock-based compensation for all stock-based awards granted, modified or settled on or after January 1,
2003. Awards granted prior to 2003 continue to be accounted for using the intrinsic-value method prescribed by APB 25, “Accounting
for Stock Issued to Employees.”

Had compensation costs for all stock options and employee restricted stock been determined based upon fair values at the grant dates in
accordance with SFAS 123, Federated would have experienced net income and earnings per share similar to the pro forma amounts
indicated below for the years ended December 31. As allowed by SFAS 123, Federated calculates compensation as if all instruments
granted are expected to vest and recognizes the effect of actual forfeitures as they occur.

in millions, except per share data 2004 2003 2002
Net income 3 181.2 $ 191.5 $ 203.8
Add back: Stock-based employee compensation expense included in
reported net income, net of related tax effects 0.5 0.2 0.0
Deduct: Total stock-based employee compensation expense
determined under fair-value-based method for all awards’, net of
related tax effects 2.9) _ (5.6) (7.8)
Pro forma net income $ 178.8 $ 186.1 $ 196.0
Earnings per share:
Basic earnings per share $ 1.68 $ 1.78 $ 1.81
Pro forma basic earnings per share $ 1.66 $ 1.73 $ 1.74
Diluted earnings per share $ 1.64 $ 1.71 $ 1.74
Pro forma diluted earnings per share $ 1.62 $ 1.66 $ 1.67

1 "All awards” refers to awards granted, modified or settled on or after January 1, 1995, as required by SFAS 123.

Federated estimated the grant-date fair value using the Black-Scholes option-pricing model with the following weighted-average
assumptions for options granted in 2004, 2003 and 2002, respectively: dividend yields of 1.34%, 1.03% and 0.72%; expected volatility
factors of 24.9%, 27.8% and 28.4%; risk-free interest rates of 3.69%, 2.77% and 4.22%; and an expected life of 5.6 years, 5.0 years and

6.7 years.

The effects of applying SFAS 123 on the pro forma disclosures may not be representative of the effects on pro forma disclosures for
future years.

Accounting for Loss Contingencies. In accordance with SFAS 5, “Accounting for Contingencies,” Federated accrues for estimated costs
related to existing lawsuits, claims and proceedings when it is probable that a liability has been incurred and the costs can be reasonably
estimated. Accruals are reviewed at least quarterly and are adjusted to reflect the impact and status of settlements, rulings, advice of
counsel and other information pertinent to a particular matter. Significant differences could exist between the actual cost required to
investigate, litigate and/or settle a claim or the ultimate outcome of a suit and management’s estimate. These differences could have a
material impact on Federated’s results of operations, financial position or cash flows.

Certifications

J. Christopher Donahue and Thomas R. Donahue have provided certifications to the Securities and Exchange Commission as required
by Section 302 of the Sarbanes-Oxley Act of 2002. These certifications are included as Exhibit 31.01 of Federated’s Form 10-K for the
year ended December 31, 2004. As required by the New York Stock Exchange (NYSE), on May 18, 2004, ]J. Christopher Donahue
submitted his annual certification to the N'YSE as required by Section 303A.12 of the NYSE Corporate Governance Rules.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (continued)

of Financial Condition and Results of Operations

Quantitative and Qualitative Disclosures About Market Risk

Market Risk -~ Investments. In the normal course of our business, Federated is exposed to the risk of loss due to fluctuations in the
securities market and general economy. Management is responsible for identifying, assessing and managing market and other risks.
Federated’s securities investments are primarily money market funds and mutual funds with investments which have a duration of two
years or less. Federated also invests in mutual funds sponsored by Federated (initial seedings) in order to provide investable cash to the
fund thereby allowing the fund to establish a performance history. Federated may use derivative financial instruments to hedge these
investments. At December 31, 2004, Federated was exposed to price risk with regard to its $1.0 million of investments in fluctuating-
value mutual funds. Price risk is the risk that the fair value of the investments will decline and ultimately result in the recognition of a
loss for Federated. At December 31, 2004, Federated also held a $0.5 million investment in the common stock of large-cap companies
which exposed it to price risk. Federated did not hold any derivative investments at December 31, 2004,

During 2002, Federated recorded a $1.8 million pretax impairment charge related to an other-than-temporary decline in the fair value
of its investment in its mortgage-backed CDO product. Federated’s remaining investment in this product, which totaled $0.6 million at
December 31, 2004, is subject to interest rate risk and may be adversely affected by increases in interest rates. In January 2005, this
investment was liquidated for $0.7 million.

Market Risk - Revenue. It is important to note that a significant portion of Federated’s revenue is based on the market value of
managed and administered assets. Declines in the market values of assets as a result of changes in the market or other conditions will
therefore negatively impact revenue and net income.

Approximately 40% of Federated’s revenue in 2004 was from managed assets in money market products. After reaching record lows,
short-term interest rates began to rise in 2004 and are expected to continue to increase. In a rising rate environment, certain
institutional Investors using money market funds and other short-term duration fixed-income products for cash management purposes
may shift these investments to direct investments in comparable instruments in order to realize higher yields than those available in
money market and other fund products holding lower-yielding instruments. In addition, rising interest rates will tend to reduce the
market value of bonds held in various mutual fund portfolios and other products. Thus, increases in interest rates could have an adverse
effect on Federated’s revenue from money market funds and from other fixed-income products.

For further discussion of managed assets and factors that impact Federated’s revenue, see the sections entitled “General,” “Asset
Highlights” and “Contractual Obligations and Contingent Liabilities” herein as well as the sections entitled “Regulatory Matters” and
“Risk Factors and Cautionary Statements” in Federated’s Annual Report on Form 10-K for the year ended December 31, 2004 on file
with the Securities and Exchange Commission.
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MANAGEMENT’S ASSESSMENT OF INTERNAL CONTROL OVER FINANCIAL REPORTING

Federated Investors, Inc.’s (Federated) management is responsible for the preparation, integrity and fair presentation of the consolidated
financial statements in this annual report. These consolidated financial statements and notes have been prepared in conformity with U.S.
generally accepted accounting principles from accounting records which management believes fairly and accurately reflect Federated’s
operations and financial position. The consolidated financial statements include amounts based on management’s best estimates and
judgments considering currently available information and management’s view of current conditions and circumstances.

Management is responsible for establishing and maintaining adequate internal control over financial reporting that is designed to provide
reasonable assurance of the reliability of financial reporting and the preparation of financial statements in accordance with U.S. generally
accepted accounting principles. The system of internal control over financial reporting as it relates to the financial statements is
evaluated for effectiveness by management and tested for reliability. Actions are taken to correct potential deficiencies as they are
identified. Any system of internal control, no matter how well designed, has inherent limitations, including the possibility that a control
can be circumvented or overridden and misstatements due to error or fraud may occur and not be detected. Also, because of changes in
conditions, internal control effectiveness may vary over time. Accordingly, even an effective system of internal control will provide only
reasonable assurance with respect to financial statement preparation.

Management assessed the effectiveness of Federated’s internal control over financial reporting as of December 31, 2004, in relation to
criteria for effective internal control over financial reporting as described in “Internal Control — Integrated Framework,” issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on this assessment, management concluded that, as of
December 31, 2004, its system of internal control over financial reporting is properly designed and operating effectively to achieve the
criteria of the “Internal Control — Integrated Framework.” Ernst & Young LLP, independent registered public accounting firm, has
audited the consolidated financial statements included in this annual report and has issued an audit report on management’s assessment
of Federated’s internal control over financial reporting.

Federated Investors, Inc.

Jr Ay Dpreallcd Err R s

J. Christopher Donahue Thomas R. Donahue
President and Chief Executive Officer Chief Financial Officer

March 2, 2005
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM,
ON CONSOLIDATED FINANCIAL STATEMENTS

The Shareholders and Board of Directors
Federated Investors, Inc.

We have audited the accompanying consolidated balance sheets of Federated Investors; Inc. and subsidiaries (Federated) as of
December 31, 2004 and 2003, and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for
each of the three years in the period ended December 31, 2004. These financial statements are the responsibility of Federated’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Federated Investors, Inc. and subsidiaries at December 31, 2004 and 2003, and the consolidated results of their operations and their cash
flows for each of the three years in the period ended December 31, 2004, in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
effectiveness of Federated Investors, Inc.’s internal control over financial reporting as of December 31, 2004, based on criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
*Comumission and our report dated March 2, 2005, expressed an unqualified opinion thereon.

M ¥ LLP

Pitsburgh, Pennsylvania
March 2, 2005
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM,
ON EFFECTIVENESS OF INTERNAL CONTROL OVER FINANCIAL REPORTING

The Shareholders and Board of Directors
Federated Investors, Inc.

We have audited management’s assessment, included in the accompanying Management’s Assessment of Internal Control Over
Financial Reporting, that Federated Investors, Inc. maintained effective internal control over financial reporting as of December 31,
2004, based on criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (the COSO criteria). Federated Investors, Inc.’s management is responsible for maintaining effective internal
control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility
is to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over
financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control over
financial reporting, evaluating management’s assessment, testing and evaluating the design and operating eftectiveness of internal
control, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted accounting
principles. A company’s internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policiés or procedures may deteriorate.

In our opinion, management’s assessment that Federated Investors, Inc. maintained effective internal control over financial reporting as
of December 31, 2004, is fairly stated, in all material respects, based on the COSO criteria. Also, in our opinion, Federated Investors,
Inc. maintained, in all material respects, effective internal control over financial reporting as of December 31, 2004, based on the
COSO critenia.

‘We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheets of Federated Investors, Inc. as of December 31, 2004 and 2003, and the related consolidated statements of
income, changes in shareholders’ equity, and cash flows for each of the three years in the period ended December 31, 2004, of
Federated Investors, Inc. and our report dated March 2, 2005, expressed an unqualified opinion thereon.

Eamat ¥ LLP

Pittsburgh, Pennsylvania
March 2, 2005
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CONSOLIDATED BALANCE SHEETS

(dollars in thousands)

December 31, 2004 2003
Current Assets
Cash and cash equivalents § 256,213 $ 232,464
Marketable securities 2,058 1,526
R eceivables—afhliates 30,790 33,196
Reeceivables—other, net of reserve of $52 and $289, respectively 3,037 5,065
Accrued revenue—affiliates 1,146 958
Accrued revenue—other 6,078 6,041
Current deferred tax asset, net 8,916 3,545
Prepaid and other current assets 14,262 8,537
Total current assets | © 322,500 291,332
Long-Term Assets
Goodwill 260,045 165,007
Intangible assets, net 51,929 61,261
Deferred sales commissiens, net of accumulated amortization of $298,033 and $240,657, respectively 286,650 327,717
Property and equipment, net 27,166 30,892
Other long-term assets 6,398 3,019
Total long-term assets 632,188 587,896
Total assets $ 954,688 $ 879,228
Current Liabilities
Cash overdraft $ 3,811 $ 4,629
Current portion of long-term debt—recourse 533 1,043
Current portion of long-term debt—nonrecourse 3,016 0
Accrued compensation and benefits 42,603 51,412
Accounts payable and accrued expenses—affiliates 10,263 10,217
Accounts payable and accrued expenses—other 62,496 59,491
Income taxes payable 2,171 1,819
Other current liabilities—affiliates 29,468 0
Other current liabilities—other 21,006 1,790
Total current liabilities 175,367 130,401
Long-Term Liabilities
Long-term debt—recourse 8 542
Long-term debt—nonrecourse 284,915 327,142
Long-term deferred tax liability, net 23,479 19,614
Other long-term liabilities—affiliates 4,000 0
Other long-term liabilities—other 8,580 5,116
Total long-term liabilities 320,982 352,414
Total liabilities 496,349 482,815
Minority interest 586 560

Commitments and contingencies (Note (23))
Shareholders® Equity

Common stock:

Class A, no par value, 20,000 shares authorized, 9,000 issued and outstanding 189 189
Class B, no par value, 900,000,000 shares authorized, 129,505,456 shares issued 137,401 87,932
Additional paid-in capital from treasury stock transactions 0 3,809
Retained earnings 865,348 749,410
Treasury stock, at cost, 22,505,641 and 20,849,698 shares Class B common stock, respectively (536,446) (445,153)
Employee restricted stock awards (9,268) (706)
Accumulated other comprehensive income, net of tax 529 372
Total shareholders’ equity 457,753 395,853
Total liabilities, minority interest, and shareholders’ equity $ 954,688 $ 879,228

{The accompanying notes are an integral part of these Consolidated Financial Staterments.)
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CONSOLIDATED STATEMENTS OF INCOME

(dollars in thousands, except per share data)

Years Ended December 31, 2004 2003 2002
Revenue
Investment advisory fees, net—affiliates ‘ $ 527,237 $ 511,618 $ 503,409
Investment advisory fees, net—other 18,930 16,752 13,000
Administrative service fees, net—affiliates 121,847 129,612 127,862
Administrative service fees, net—other 14,004 15,261 17,544
Other service fees, net—affiliates 134,428 95,021 93,510
Other service fees, net—other 23,036 19,826 18,514
Other, net 7,482 7,683 5,132
Total revenue 846,964 795,773 778,971
Operating Expenses
Compensation and related 171,846 169,749 165,417
Marketing and distribution ’ 156,442 156,093 146,235
Professional service fees 34,900 45,254 27,530
Office and occupancy 21,737 24,507 24,029
Systems and communications 19,562 19,326 20,555
Advertising and promotional 15,391 17,437 21,323
Travel and related 12,259 12,864 12,655
Amortization of deferred sales commissions 55,716 14,911 14,513
Amortization of intangible assets 10,673 10,494 11,215
Other 31,474 17,764 11,199
Total operating expenses 530,000 488,399 454,671
Operating income 316,964 307,374 324,300
Nonoperating Income (Expenses)
Interest and dividends 3,385 1,962 2,057
Gain/(loss) on securities, net 37 4 (2,547)
Debt expense—recourse (373) (491) (484)
Debt expense—nonrecourse (20,655) (4,215) (4,304)
Other, net (143) {95) (134)
Total nonoperating expenses, net (17,749) (2,835) (5,412)
Income from continuing operations before minority interest and income taxes 299,215 304,539 318,388
Minority interest 9,951 10,206 10,852
Income from continuing operations before income taxes 289,264 294,333 308,036
Income tax provision 110,206 106,272 109,267
Income from continuing operations 179,058 188,061 198,769
Discontinued operations, net of tax 2,121 3,424 4,991
Net income $ 181,179 $ 191,485 $ 203,760
Earnings Per Share—basic
Income from continuing operations $ 1.66 $ 1.74 $ 1.77
Income from discontinued operations 0.02 0.03 0.04
Net income' $ 1.68 $ 1.78 $ 1.81
Earnings Per Share—diluted
Income from continuing operations $ 1.62 $ 1.68 $ 1.69
Income from discontinued operations 0.02 0.03 0.04
Net income’ $ 1.64 § 1.71 $ 1.74
Cash dividends per share $ 0.414 $ 0.297 $ 0.217

" Totals may not surn due to rounding.
(The accompanying notes are an integral part of these Consolidated Financial Statements.)

34



CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

{(dollars in thousands)

Years Ended December 31, 2004, 2003 and 2002
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Balance at
January 1, 2002 9,000 115,360,941 14,144,515 § 82,488 § 3,543 § 411,447 §$(259,626) $ (469) $ (286) $237,097
Net income 0 0 0 0 0 203,760 0 0 0 203,760
Other comprehensive
income, net of tax:
Unrealized loss on
securities available for
sale, net of reclassification
adjustment 0 0 0 0 0 0 0 0 113 113
Foreign currency
translation 0 0 0 0 0 0 0 0 194 194
Comprehensive income 204,067
Amortization of employee
restricted stock and other
compensation plans 0 0 0 165 0 0 0 101 0 266
Restricted stock forfeitures 0 (146,250) 146,250 (172) 0 0 (16) 172 0 (16)
Dividends declared 0 0 0 0 0 (24,789) 0 0 0 (24,789)
Exercise of stock options 0 14,000 (14,000) 82 67 0 151 0 0 300
Purchase of treasury stock 0  (2,676,970) 2,676,970 0 0 0 (76,208) 0 0 (76,208)
Balance at .
December 31, 2002 9,000 112,551,721 16,953,735 82,563 3,610 590,418 (335,699) (196) 21 340,717
Net income 0 0 0 0 0 191,485 0 0 191,485
Other comprehensive
income, net of tax:
Unrealized gain on
securities available for
sale, net of reclassification
adjustment 0 0 0 0 0 0 0 0 77 77
Foreign currency
translation 0 0 0 0 0 0 0 0 274 274
Comprehensive income 191,836
Amortization of employee
restricted stock and other
compensation plang 0 0 0 1,191 0 0 0 373 0 1,564
Restricted stock issuance 0 40,000 (40,000) 883 116 0 4 (883) 0 120
Dividends declared 0 0 0 0 0 (32,493) 0 0 0 (32,493)
Exercise of stock options 0 479,037 (479,037) 3,469 83 0 4,068 0 0 7,620
Purchase of treasury stock 0 (4,415,000) 4,415,000 0 0 0 (113,526) 0 0 (113,526)
Other 0 0 0 15 0 0 0 0 0 15
Balance at
December 31, 2003 9,000 108,655,758 20,849,698 88,121 3,809 749,410 (445,153) (706) 372 395,853
Net income 0 0 0 0 0 181,179 0 0 0 181,179
Other comprehensive
income, net of tax:
Unrealized gain on
securities available for
sale, net of reclassification
adjustment 0 0 0 0 0 0 0 0 35 35
Foreign currency
translation 0 0 0 0 0 0 0 0 122 122
Comprehensive income 181,336
Amortization of employee
restricted stock and other
compensation plans 0 0 0 936 0 0 0 632 0 1,618
Restricted stock issuance 0 362,000 (362,000) 28,655 (320 (3,019) 4,425 (9,244) 0 20,497
Dividends declared 0 0 0 0 0 (44,703) 0 0 0 (44,703)
Exercise of stock options 0 2,135,958  (2,135,958) 20,085 (3.489) (17,519) 25,679 0 0 24,756
Purchase of treasurv stock 0 4,153,901) 4,153,901 0 0 0 (121,397) 0 0 (121,397)
Other 0 0 0 (207) 0 0 0 0 0 (207)
Balance at
December 31, 2004 9,000 106,999,815 22,505,641 $ 137,590 § 0 § 865,348 §(536,446) $  (9,268) $ 529 §457,753

(The accompanying notes are an integral part of these Consolidated Financial Statements.)
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(dollars in thousands)

Years Ended December 31, 2004 2003 2002
Operating Activities
Net income $ 181,179 $ 191,485 $ 203,760
Adjustments to Reconcile Net Income to Net Cash Provided by
Operating Activities
Amortization of deferred sales commissions 55,716 14,911 14,513
Depreciation and other amortization 18,995 20,632 19,229
Minority interest 9,951 10,206 10,852
Gain on disposal of assets (110) (4,669) (3,223)
(Benefit) provision for deferred income taxes (1,592) 1,992 7,654
Tax benefit from stock-based compensation 39,497 3,469 82
Net payments for trading securities (483) 0 (640)
Deferred sales commissions paid (48,431) (74,724) (78,391)
Contingent deferred sales charges received 25,081 595 716
Proceeds from sale of certain B-share-related future revenues 0 63,152 66,766
Other changes in assets and liabilities: :
Decrease (increase) in receivables, net 4,072 (1,387) 1,396
(Increase) decrease in other assets (5.,855) 1,023 437)
(Decrease) increase in accounts payable and accrued expenses (3,967) 24,694 372
Increase (decrease) in income taxes payable 352 1,099 (14,835)
Increase (decrease) in other current liabilities 16,428 (3,350) 202
Increase (decrease) in other long-term liabilities 6,212 (311 (12,219)
Net cash provided by operating activities 297,045 248,817 215,797
Investing Activities
Proceeds from disposal of property and equipment 60 18 116
Additions to property and equipment (5,527) (6,288) (7,323)
Net proceeds from business disposal 1,211 0 0
Cash paid for business acquisitions (67,589) (1,263) (33,487)
Purchases of securities available for sale (41) (834) 414)
Proceeds from redemptions of securities available for sale 73 451 4,656
Net cash used by investing activities (71,813) (7,916) (36,452)
Financing Activities
Distributions to minority interest (9,925) (10,228) (10,635)
Dividends paid (44,703) (32,493) (24,789)
Proceeds from shareholders for stock-based compensation and other 5,546 4,286 218
Purchases of treasury stock (119,558) (120,037) (69,714)
Proceeds from new borrowings—nonrecourse 42,720 12,935 13,675
Payments on debt—recourse (1,043) (997) (654)
Payments on debt—nonrecourse (74,306) (11,572) (10,771)
Payments on acquired customer relationship obligation 214) (240) (277)
Net cash used by financing activities (201,483) (158,346) {102,947)
Net increase in cash and cash equivalents 23,749 82,555 76,398
Cash and cash equivalents, beginning of year 232,464 149,909 73,511
Cash and cash equivalents, end of year $ 256,213 $ 232,464 $ 149,909
Supplemental Disclosure of Cash Flow Information
Cash paid during the vear for:
Interest $ 89 $ 160 $ 2,279
Income taxes, 77,879 103,032 133,270

(The accompanying notes are an integral part of these Consolidated Financial Statements.)
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
(December 31, 2004, 2003 and 2002)

(1) Summary of Significant Accounting Policies

(a) Nature of Operations

Federated Investors, Inc. and its subsidiaries (Federated) provide investment advisory, administrative, distribution and other services
primarily to Federated mutual funds, separately managed accounts and other Federated~sponsored products in both domestic and
international markets. Federated also provides investment advisory and administrative services to corporations, employee benefit plans
and private investment advisory accounts.

The majority of Federated’s revenue is derived from investment advisory services provided to mutual funds and separately managed
accounts through various subsidiaries pursuant to investment advisory contracts. These subsidiaries are registered as investment advisers
under the Investment Advisers Act of 1940 and with certain states. :

Federated also derives revenue from providing administrative and other fund-related services to both Federated-sponsored and third
party investment products. Other fund-related services include distribution, shareholder servicing, trade clearing and retirement plan
recordkeeping services. :

Shares of the portfolios or classes of shares under management or administration by Federated are distributed by wholly owned
subsidiaries, which are registered broker/dealers under the Securities Exchange Act of 1934 and under applicable state laws. Federated’s
investment products are primarily distributed within the bank trust, broker/dealer and institutional markets.

(b) Basis of Presentation

The Consolidated Financial Statements have been prepared in accordance with U.S. generally accepted accounting principles. In
preparing the financial statements, management is required to make estimates and assumptions that affect the amounts reported in the
Consolidated Financial Statements and accompanying notes. Actual results may differ from those estimates, and such differences may be
material to the Consolidated Financial Statements.

(c) Prior Period Financial Statements
The Consolidated Statements of Income for 2003 and 2002 reflect the reclassification of the results of the transfer agency business as
discontinued operations to reflect the sale of this business.

In addition, certain other items previously reported have been reclassified to conform with the current year presentation.,

(d) Principles of Consolidation

Voting interest entities

The Consolidated Financial Statements include the accounts of Federated Investors, Inc. and entities in which Federated holds a
controlling financial interest as determined by the extent of Federated’s decision-making ability and participation in the economic risks
and rewards of ownership. Federated provides for minority interests in consolidated entities for which Federated’s controlling financial
interest is less than 100 percent. All significant intercompany accounts and transactions have been eliminated.

The equity method of accounting is used to account for investments in entities in which Federated’s ownership 1s between 20 and 50
percent. The equity investment is carried at Federated’s share of net assets and is included in “Other long-term assets” on the
Consolidated Balance Sheets. The proportionate share of income or loss is included in “Revenue — Other, net” in the Consolidated
Statements of Income.

Variable interest entities

In 2003, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 46 (revised December 2003),
“Consolidation of Variable Interest Entities” (FIN 46). FIN 46 established a new consolidation model for certain entities in which
equity investors do not have the characteristics of a controlling financial interest or which require subordinated financial support in
excess of the equity investment at risk. Under the FIN 46 consolidation model, these entities, referred to as Variable Interest Entities
(VIEs), must be consolidated by the entity that will absorb a majority of the VIE’s expected losses or receive a majority of the VIE’s
expected residual returns. The consolidating entity is referred to as the primary beneficiary of the VIE. As prescribed by FIN 46,
expected losses and residual returns of a VIE represent the present value of the expected variability in net income or loss of the VIE.
Determining the expected losses and residual returns of the VIE require management to make certain assumptions, including the timing
and level of future cash flows and discount rates.

In determining whether consolidation of a VIE is appropriate, Federated applies the provisions of FIN 46 to determine whether
Federated is the primary beneficiary of the entity. See Note (19) Variable Interest Entities for information regarding VIEs with which
Federated is involved.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (continued)
(December 31, 2004, 2003 and 2002)

(e) Business Combinations

Business combinations have been accounted for under the purchase method of accounting. Results of operations of an acquired business
are included from the date of acquisition. Management allocates the cost of an acquired entity to acquired assets, including identifiable
intangible assets, and assumed liabilities based on their estimated fair values as of the date of acquisition. Any excess cost of the acquired
entity that exists after this allocation process is recorded as “Goodwill” on the Consolidated Balance Sheets.

(f) Cash and Cash Equivalents
Cash and cash equivalents include interest-bearing deposits with banks, overnight federal funds sold and money market accounts.

(g) Marketable Securities

Marketable securities include available-for-sale and trading securities held by Federated. Federated’s available-for-sale securities include
investments in fluctuating-value mutual funds and asset-backed securities. These investments are carried at fair value based on quoted
market prices or, in the absence of quoted market prices, discounted cash flows. These investments are classified as current or long-term
assets and are included in “Marketable securities” or “Other long-term assets,” respectively, on the Consolidated Balance Sheets based
on management’s intention to sell the investment. At December 31, 2004 and 2003, Federated did not hold any available-for-sale
securities that were classified as long-term assets. The unrealized gains or losses on securities available-for-sale are included net of tax in
“Accumulated other comprehensive income, net of tax” on the Consolidated Balance Sheets. Realized gains and losses on these
securities are computed on a specific identification basis and recognized in “Gain/(loss) on securities, net” in the Consolidated
Statements of Income.

On a periodic basis, management evaluates the carrying value of marketable securities for impairment. With respect to its investments in
fluctuating-value mutual funds, management considers various criteria, including the duration and extent of a decline in fair value, the
ability and intent of management to retain the investment for a period of time sufficient to allow the value to recover and the financial
condition and near-term prospects of the investment, to determine whether a decline in fair value is other than temporary. If, after
considering these criteria, management believes that a decline is other than temporary, the carrying value of the security is written
down to fair value through the Consolidated Statements of Income. With respect to Federated’s investments in asset-backed securities,
estimates of future cash flows are updated each quarter based on actual defaults, changes in anticipated default rates or other portfolio
changes. The carrying values of these investments are written down to fair value at that time, as appropriate. Impairment adjustments
are recognized in “Gain/(loss) on securities, net” in the Consolidated Statements of Income.

Federated classifies an investment as a trading security when it is management’s intent at the time of purchase to sell the security within
a short period of time. Trading securities are carried at fair value based on quoted market prices. Federated’s trading securities held at
December 31, 2004 are classified as current and are included in “Marketable securities” on the Consolidated Balance Sheets. Federated
did not hold any trading securities at December 31, 2003. The unrealized and realized gains and losses on trading securities are
recognized in “Gain/(loss) on securities, net” in the Consolidated Statements of Income.

{h) Property and Equipment

Property and equipment are recorded at cost, or fair value if acquired in connection with a business combination, and are depreciated
using the straight-line method over their estimated useful lives ranging from one to 25 years. Leasehold improvements are amortized
using the straight-line method over their estimated useful lives or their respective lease terms, whichever is shorter. As property and
equipment are placed out-of-service, the cost and related accumulated depreciation and amortization are removed and any residual net
book value is reflected as a loss in “Nonoperating Income (Expenses) - Other, net” in the Consolidated Statements of Income.

Management reviews the remaining useful lives and carrying values of property and equipment assets to determine whether events and
circumstances indicate that a change in the useful life or impairment in value may have occurred. Indicators of impairment monitored
by management include a decrease in the market price of the asset, an accumnulation of costs significantly in excess of the amount
originally expected in the acquisition or development of the asset, historical and projected cash flow losses associated with the asset and
an expectation that the asset will be sold or otherwise disposed of significantly before the end of its previously estimated useful life.
Should there be an indication of a change in the useful life or an impairment in value, Federated compares the carrying value of the
asset to the probability-weighted undiscounted cash flows expected to be generated from the underlying asset over its remaining useful
life to determine whether an impairment has occurred. If the carrying value of the asset exceeds the undiscounted cash flows, the asset is
written down to fair value determined based on prices of similar assets if available or discounted cash flows. Impairment adjustments are
recognized in “Operating Expenses — Other” in the Consolidated Statements of Income.

(i) Costs of Computer Software Developed or Obtained for Internal Use

Certain internal and external costs incurred in connection with developing or obtaining software for internal use are capitalized. These
capitalized costs are included in “Property and equipment, net” on the Consolidated Balance Sheets and are amortized using the
straight-line method over the shorter of the estimated useful life of the software or four years. These assets are subject to the impairment
test used for other categories of property and equipment described in Note (1)(h).
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(j) Intangible Assets

Intangible assets, consisting primarily of goodwill, investment advisory contracts and noncompete and employment agreements acquired
in connection with various acquisitions, are recorded at fair value determined using a discounted cash flow model as of the date of
acquisition. The discounted cash flow model considers various factors to project the present value of future cash flows expected to be
generated from the asset. Given the investment advisory nature of Federated’s business and of the businesses acquired over the years,
these factors typically include: (1) an estimated rate of change for underlying managed assets; (2) expected revenue per managed asset;
(3} incremental operating expenses; (4) useful life of the acquired asset; and (5) a discount rate. Management estimates a rate of change
for underlying managed assets based on a combination of an estimated rate of market appreciation or depreciation and an estimated net
redemption or sales rate. Expected revenue per managed asset, incremental operating expenses and the useful life of the acquired asset
are generally based on contract terms and historical experience. The discount rate is equal to Federated’s weighted-average cost of
capital. After the fair value of all separately identifiable assets has been estimated, the cost of the acquisition in excess of the sum of the
fair values of these assets is allocated to goodwill.

In accordance with Statement of Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets,” (SFAS 142)
which Federated adopted in January 2002, Federated no longer amortizes goodwill but rather tests it for impairment at least annually or
when indicators of potential impairment exist. Federated uses a two-step process to test for and measure impairment that begins with an
estimation of the fair value of its reporting unit. This first step is a screen for potential impairment, and if impairment has occurred, the
second step measures the amount of impairment.

Federated amortizes separately identifiable intangible assets using a method that reflects the pattern in which the economic benefits of
the intangible asset are consumed or otherwise used up. Historically, Federated has used either straight-line or an accelerated method of
amortization after considering specific characteristics of the underlying shareholder base to forecast the pattern in which the economic
benefits will be consumed, including shareholder behavior, demographics and persistency levels. The assets are amortized over their
estimated useful lives, which range from four to 14 years. Management periodically evaluates the remaining useful lives and carrying
values of the intangible assets to determine whether events and circumstances indicate that a change in the useful life or impairment in
value may have occurred. Indicators of impairment monitored by management include a decline in the level of managed assets, changes
to contractual provisions underlying certain intangible assets and reductions in operating cash flows. Should there be an indication of a
change in the useful life or impairment in value, Federated compares the carrying value of the asset and its related useful life to the
projected undiscounted cash flows expected to be generated from the underlying asset over its remaining useful life to determine
whether impairment has occurred. If the carrying value of the asset exceeds the undiscounted cash flows, the asset is written down to its
fair value determined using discounted cash flows. Federated writes-off the cost and accumulated amortization balances for all fully
amortized intangible assets.

(k) Deferred Sales Commissions

Federated pays commissions to broker/dealers to promote the sale of certain mutual fund shares. Under various fund-related contracts,
Federated is entitled to distribution and servicing fees from the mutual fund over the life of such shares. Both of these fees are calculated
as a percentage of average managed assets associated with the related classes of shares. For certain share classes, Federated is also entitled
to receive a contingent deferred sales charge (CDSC), which is collected from redeeming shareholders.

For share classes that offer both a distribution fee and CDSC, excluding B-shares, Federated capitalizes all or a portion of the upfront
comumissions as deferred sales commissions, dependent upon expected recoverability rates. The deferred sales commission asset is
amortized over the estimated period of benefit ranging from one to four years. The distribution and servicing fees are recognized in the
Consolidated Statements of Income aver the life of the murtual fund share class. CDSCs collected on these share classes are used to
reduce the deferred sales commission asset.

For share classes that do not offer both a distribution fee and CDSC, Federated expenses the cost of the upfront commission in
“Marketing and distribution” in the Consolidated Statements of Income as it is incurred and credits “Marketing and distribution” for
any CDSCs collected.

Federated funds the payment of upfront commissions paid upon the sale of Class B shares of Federated-sponsored mutual funds through
arrangements with independent third parties by selling the rights to all related future distribution fees, servicing fees and CDSCs. For
financial reporting purposes, these arrangements are treated as financings. As a result, Federated capitalizes all of the upfront
conunissions as deferred sales comumissions and recognizes B-share-related distribution fees and servicing fees in the Consolidated
Statements of Income even though legal title to these fees has been transferred to the third party. In additon, Federated records
nonrecourse debt equal to the proceeds received on the sale of future revenue streams. The debt does not contain a contractual
maturity or stated interest rate. Interest rates are imputed based on current market conditions at the time of issuance. The deferred sales
commission asset and nonrecourse debt balance are amortized over the estimated life of the B-share fund asset dependent upon the level
and timing of cash flows from the sold future revenue streams, not to exceed eight years. CDSCs collected on the B-share fund assets
are used to reduce the deferred sales commission asset. Management accelerates the write off of these asset and debt balances when
reasonably estimable future cash flows indicate that cash flows will not be sufficient to fully amortize the remaining deferred sales
comumission asset and nonrecourse debt balance. ’
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Sale accounting treatment was applied to account for the sale of distribution fees and CDSCs pursuant to the B-share funding
arrangements in 2003 and 2002. As a result, B-share-related distribution fees and related expenses are not reflected in Federated’s
Consolidated Statements of Income for 2003 and 2002. In addition, the Consolidated Statement of Cash Flows for 2003 and 2002
reflect sale accounting treatment while 2004 reflects financing treatment.

(1) Foreign Currency Translation

The balance sheet of one of Federated’s wholly owned foreign subsidiaries, as well as Federated’s equity investment in 2 German-based
joint-venture company are translated at the current exchange rate as of the end of the accounting period and the related income or loss
are translated at the average exchange rate in effect during the period. Net exchange gains and losses resulting from these translations are
excluded from income and are recorded in “Accumulated other comprehensive income, net of tax” on the Consolidated Balance
Sheets. Foreign currency transaction gains and losses relating to Federated’s foreign subsidiaries are reflected in “Operating Expenses —
Other” in the Consolidated Statements of Income.

(m) Treasury Stock

Federated accounts for acquisitions of treasury stock at cost and reports total treasury stock held as a deduction from total shareholders’
equity on the Consolidated Balance Sheets. At the date of subsequent reissue, the treasury stock account is reduced by the cost of such
stock on a specific identification basis. The “Additional paid-in capital from treasury stock transactions” account on the Consolidated
Balance Sheets is increased as Federated reissues treasury stock for more than the cost of the shares. If Federated issues treasury stock for
less than its cost, “Additional paid-in capital from treasury stock transactions” is reduced up to any credit amount in this account. Once
this account is at zero, any further required reductions are recorded to “Retained earnings” on the Consolidated Balance Sheets.

(n) Revenue Recognition

Revenue from providing investment advisory, administrative and other services (including distribution, shareholder servicing, clearing
and recordkeeping) is recognized during the period in which the services are performed. Investment advisory, administrative and the
majority of other service fees are based principally on the net asset value of the investment portfolios that are managed or administered
by Federated. Federated may waive certain fees for services for competitive reasons or to meet regulatory or contractual requirements.

Federated has contractual arrangements with third parties to provide certain fund-related services. Management considers various factors
to determine whether Federated’s revenue should be recorded based on the gross amount payable by the funds or net of payments to
third-party service providers. Our analysis is based on whether Federated is acting as the principal service provider or is performing as
an agent. The primary factors considered include: (1) whether the customer holds Federated or the service provider responsible for the
fulfillment and acceptability of the services to be provided; (2) whether Federated has any practical latitude in negotiating the price to
pay a third-party provider; (3) whether Federated or the customer selects the ultimate service provider; and (4) whether Federated has
credit risk in the arrangement. Generally, the less the customer is directly involved with or participates in making decisions regarding
the ultimate third-party service provider, the more supportive the facts are that Federated is acting as the principal in these transactions
and should therefore report gross revenues. As a result of considering these factors, investment advisory fees, administrative service fees,
distribution fees and certain other service fees are recorded gross of payments made to third parties. By contrast, management
determined that in the case of shareholder services Federated acts as an agent; thus Federated records shareholder service fees net of
certain third-party payments. Management reached this conclusion based largely on the fact that given the personalized nature of
shareholder services, the customer, in this case the shareholder, has a direct relationship with their financial intermediary for the
provision of shareholder services. Third-party payments for shareholder services recorded as an offset to revenue for the years ended
December 31, 2004, 2003 and 2002 were $165.8 million, $171.5 million and $176.4 million, respectively.

(o) Stock-Based Compensation

Effective January 1, 2003, Federated adopted, on a prospective basis, the fair-value-based method of accounting for stock-based awards
under the provisions of SFAS No. 123, “Accounting for Stock-Based Compensation” as amended by SFAS No. 148, “Accounting for
Stock-Based Compensation — Transition and Disclosure” (SFAS 123). As a result of this adoption, Federated recogmzes the estimated
fair value of stock-based awards granted, modified or settled on or after January 1, 2003 as compensation expense on a straight-line basis
over the awards’ vesting periods, which vary in length from zero to ten years. For all employee-related stock option awards granted
prior to 2003, Federated continues to apply the intrinsic-value method prescribed by Accounting Principles Board Opinion No. 25,
“Accounting for Stock Issued to Employees,” (APB 25) and related interpretations. Under APB 25, compensation expense is not
recognized for stock option awards granted with an exercise price equal to or greater than the market value of Federated’s Class B
common stock on the date of grant.

With respect to restricted stock awards, the fair value of the award (the difference between the market value of Federated’s Class B
common stock on the date of grant and the purchase price paid by the employee) is charged to “Employee restricted stock awards” on
the Consolidated Balance Sheets when the restricted stock is awarded and recognized as compensation expense on a straight-line or
modified straight-line basis over the period of employee performance during which the awards vest, which ranges from five to ten
years. The adoption of the expense recognition provisions of SFAS 123 did not have a significant impact on the determination of
compensation expense for restricted stock awards.
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Had compensation costs for all employee stock options and restricted stock been determined based upon fair values at the grant dates in
accordance with SFAS 123, Federated would have experienced net income and earnings per share similar to the pro forma amounts
indicated below for the years ended December 31. As allowed by SFAS 123, Federated calculates compensation as if all instruments
granted are expected to vest and recognizes the effect of actual forfeitures as they occur.

in thousands, except per share data 2004 2003 2002

Net income $ 181,179 $ 191,485 $ 203,760
Add back: Stock-based employee compensation expense included in

reported net income, net of related tax effects 540 217 30
Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards', net of

related tax effects (2,884) (5,600) (7,800)
Pro forma net income $ 178,835 $ 186,102 § 195,990
Earnings per share:

Basic earnings per share $ 1.68 $ 1.78 $ 1.81
Pro forma basic earnings per share $ 1.66 $ 1.73 $ 1.74
Diluted earnings per share $ 1.64 $ 1.71 $ 1.74
Pro forma diluted earnings per share $ 1.62 $ 1.66 $ 1.67

1 "All awards” refers to awards granted, modified or settfed on or after January 1, 1995, as required by SFAS 123,

Federated estimated the grant-date fair value using the Black-Scholes option-pricing model with the following weighted-average
assumptions for options granted in 2004, 2003 and 2002, respectively: dividend yields of 1.34%, 1.03% and 0.72%,; expected volatility
factors of 24.9%, 27.8% and 28.4%; risk-free interest rates of 3.69%, 2.77% and 4.22%; and an expected life of 5.6 years, 5.0 years and
6.7 years.

The effects of applying SFAS 123 on the pro forma disclosures may not be representative of the effects on pro forma disclosures for
future years.

(p) Advertising Costs

Federated expenses the cost of all advertising as incurred. Advertising expense for 2004, 2003 and 2002 was $0.4 million, $1.4 million
and $4.5 million, respectively.

(q) Income Taxes

Federated accounts for income taxes under the liability method, which requires the recognition of deferred tax assets and liabilities for
the future tax consequences attributable to temporary differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred tax assgts and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled. Federated recognizes a
valuation allowance if, based on the weight of available evidence regarding future taxable income, it is more likely than not that some
portion or all of the deferred tax assets will not be realized.

(r) Eamings Per Share

Eamnings per share are calculated in accordance with SFAS No. 128, “Earnings Per Share,” which requires that both basic and diluted
earnings per share be presented. Basic earnings per share is based on the weighted-average number of common shares outstanding
during each period excluding nonvested restricted stock. Diluted earnings per share are based on basic shares as determined above plus
incremental shares that would be issued upon the assumed exercise of in-the-money stock options and nonvested restricted stock using
the treasury stock method.

(s) Comprehensive income

Federated reports all changes in comprehensive income in the Consolidated Statements of Changes in Shareholders’ Equity, in
accordance with the provisions of SFAS No. 130, “Reporting Comprehensive Income.” Comprehensive income includes net income,
unrealized gains and losses on securities available for sale, net of tax, and foreign currency translation adjustments, net of tax.

(t) Loss Contingencies
In accordance with SFAS 5, “Accounting for Contingencies,” Federated accrues for estimated costs related to existing lawsuits, claims
and proceedings when it is probable that a liability has been incurred and the costs can be reasonably estimated. Accruals are reviewed at
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least quarterly and are adjusted to reflect the impact and status of settlements, rulings, advice of counsel and other information pertinent
to a particular matter. Significant differences could exist between the actual cost required to investigate, litigate and/or settle a claim or
the ultimate outcome of a suit and management’s estimate. These differences could have a material impact on Federated’s results of
operations, financial position or cash flows.

(u) Business Segments

SFAS No. 131 “Disclosure about Segments of an Enterprise and Related Information” (SFAS 131) establishes standards for reporting
information about operating segments. Operating segments are defined as components of an enterprise about which separate financial
information is available that is regularly evaluated by the chief operating decision maker in deciding how to allocate resources and assess
performance.

Federated operates in one operating segment, the asset management business. Federated’s Chief Executive Officer (CEO) is the
Company’s chief operating decision maker as defined by SFAS 131. Federated’s CEO utilizes a consolidated approach to assess
performance and allocate resources.

(v) Recent Accounting Pronouncements

In December 2003, the FASB issued FIN 46, “Consolidation of Variable Interest Entities”. In accordance with the applicable transition
provisions, management applied a two-step approach to its adoption of FIN 46. As of December 31, 2003, management adopted the
provisions of FIN 46 for all special-purpose entities and concluded that its relationship with the three collateralized debt obligation
(CDO) products, for which Federated acts as investment manager, met the definition of significant variable interests. As of March 31,
2004, management completed its analysis of the impact of adopting FIN 46 to account for any additional variable interest entities with
which Federated is involved. The adoption did not have a material impact on Federated’s results of operations or financial position. See
Note (19) Variable Interest Entities for a discussion regarding Federated’s significant variable interests as of December 31, 2004.

. On December 16, 2004, the FASB issued SFAS 123 (revised 2004), “Share-Based Payment”, which is a revision of SFAS 123,
“Accounting for Stock-Based Compensation” (SFAS 123(R)). SFAS 123(R)) supersedes APB 25, and amends SFAS 95, “Statement of
Cash Flows”. Generally, the approach in SFAS 123(R) is similar to the approach described in SFAS 123, which as discussed above in
Note (1)(0), Federated adopted on a prospective basis as of January 1, 2003. However, SFAS 123(R) requires all share-based payments
to employees, including prior grants of employee stock options, to be recognized in the income statement based on their fair values.
Pro forma disclosure is no longer an alternative. SFAS 123(R)) must be adopted no later than the first interim or annual period
beginning after June 15, 2005. Early adoption will be permitted in periods in which financial statements have not yet been issued.

SFAS 123(R) permits public companies to adopt its requirements using one of two methods. (1) A “modified prospective” method in
which compensation cost is recognized beginning with the effective date (a) based on the requirements of SFAS 123(R) for all share-
based payments granted after the effective date and (b) based on the requirements of SFAS 123 for all awards granted to employees prior
to the effective date of SFAS 123(R) that remain unvested on the effective date; or (2) a “modified retrospective” method which
includes the requirements of the modified prospective method described above, but also permits entities to restate based on the amounts
previously recognized under SFAS 123 for purposes of pro forma disclosures either (a) all prior periods presented or (b) prior interim
periods of the year of adoption.

Federated plans to adopt SFAS 123(R) no later than July 1, 2005, but has not yet determined which method of adoption it will use.
Federated adopted the fair-value-based method of accounting for share-based payments effective January 1, 2003 using the prospective
method described in SFAS 148, “Accounting for Stock-Based Compensation — Transition and Disclosure.” Currently, Federated uses
the Black-Scholes formula to estimate the value of stock options granted to employees and expects to continue to use this acceptable
option valuation model upon the required adoption of SFAS 123(R). Since (1) SFAS 123(R) must be applied not only to new awards
but to previously granted awards that are not fully vested on the effective date, and (2) Federated adopted SFAS 123 using the
prospective transition method (which applied only to awards granted, modified or settled after the adoption date), compensation cost
for certain previously granted awards that were not recognized under SFAS 123 will be recognized under SFAS 123(R). However, had
Federated adopted SFAS 123(R) in prior periods, the impact of that standard would have approximated the impact of SFAS 123 as
described in the disclosure of pro forma net income and earnings per share in Note (1)(0). SFAS 123(R) also requires the benefits of tax
deductions in excess of recognized compensation cost to be reported as a financing cash flow, rather than as an operating cash flow as
required under current literature. This requirement will reduce net operating cash flows and increase net financing cash flows in periods
after adoption. While Federated cannot estimate what those amounts will be in the future (because they depend on, among other
things, when employees exercise stock options), the amount of operating cash flows recognized in prior periods for such tax deductions
were $39.5 million, $3.5 million, and $0.1 million in 2004, 2003 and 2002, respectively.
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In December 2004, the FASB issued Staff Position No. 109-2, “Accounting and Disclosure Guidance for the Foreign Repatriation
Provision within the American Jobs Creation Act of 2004” (FSP 109-2) which provides guidance with respect to reporting the
potential impact of the repatriation provisions of the American Jobs Creation Act of 2004 (the Jobs Act). FSP 109-2 allows additional
time beyond the financial reporting period to evaluate the effects under which the repatriation of certain foreign earnings will qualify
for preferential tax treatment. See Note (14) for the required disclosure of FSP 109-2.

(2) Discontinued Operations

On June 30, 2004, Federated completed the sale of its transfer agency business to Boston Financial Data Services. Total net assets
included in the transfer agency sale were approximately $1.1 million and consisted primarily of $0.7 million of goodwill and $0.7
million of fixed assets offset by $0.3 million of unamortized balances of specifically identified refurbishment allowances and deferred rent
associated with the assignment of a building lease. There was no material gain or loss associated with this transaction.

The results of operations of the transfer agency business included in discontinued operations were as follows for the years ended
December 31:

in thousands 2004 2003 2002
Net revenue from discontinued operations $ 14,738 $ 27,499 § 29,801
Pre-tax income from discontinued operations 3,097 5,268 7,678
Income tax provision 976 1,844 2,687
Income from discontinued operations, net of tax ] 2,121 $ 3,424 $ 4,991

(3) Marketable Securities

Marketable securities as of December 31, 2004 included available-for-sale and trading securities, while marketable securities as of
December 31, 2003 included available-for-sale securities only. All marketable securities as of December 31, 2004 and 2003 were
classified as current and are included in “Marketable securities” on the Consolidated Balance Sheets. Marketable securities (see
Note (1)(g)) were as follows:

Gross Unrealized Estimated
in thousands . Cost Gains (Losses) Market Value
Fluctuating-value mutual funds $ 819 $ 166 $ 0 $ 985
Trading securities 481 28 0 509
Asset-backed securities' 564 0 0 564
Total as of December 31, 2004 $ 1,864 $ 194 $ 0 $ 2,058
Fluctuating-value mutual funds $ 852 $ 110 $ 0 $ 962
Asset-backed securities’ 564 0 0 . 564
Total as of December 31, 2003 $ 1,416 ¥ 110 $ 0 $ 1,526

1 Amount represents Federated's remaining investment in its mortgage-backed CDO product which was liquidated in January 2005.

The following table presents gains and losses recognized in connection with marketable securities for the years ended December 31:

in thousands 2004 2003 2002
CDO impairment losses' $ 0 $ 0 $  (1,836)
Unrealized gain on trading security 28 0 105
Realized gains’ 12 4 23
Realized losses’ 3) 0 (839)
Gain/(loss) on securities, net $ 37 $ 4 $ (2,547}

1 In 2002, an impairment foss was recognized on the mortgage-backed CDO investment due to the significant declines in the value of the underlying
securities held by the CDO.

2 Ofthe 2002 realized gains and (fosses), $10 and $(650), respectively, related to the disposal of trading securities previously held by Federated.
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(4) Intangible Assets and Goodwill

Federated’s identifiable intangible assets consisted of the following at December 31:

2004 2003
WAA' Accumulated Carrying Accumulated Carrying
in thousands (in years) Cost Amortization Value Cost  Amortization Value
Investment advisory contracts 10.5 $ 74,175 § (26,467) $ 47,708 § 72,834 % (19,255) % 53,579
Noncompete agreements 5.0 15,400 (11,379) 4,021 15,400 (8,299) 7,101
Other 4.4 1,612 (1,412) 200 1,612 (1,031) 581
Total identifiable intangible assets 9.5 8§ 91,187 § (39,258) § 51,929 $ 89,846 § (28,585) $ 61,261

! Weighted average amortization period

Amortization expense for identifiable intangible assets was $10.7 million, $10.5 million and $11.2 million for the years ended
December 31, 2004, 2003 and 2002, respectively. Following is a schedule of expected aggregate annual amortization expense for
intangible assets in each of the five years following December 31, 2004 assuming no new acquisitions or impairments:

in thousands

2005 $ 10,560
2006 8,161
2007 7,159
2008 7,102
2009 7,050

Goodwill at December 31, 2004 and 2003 was $260.0 million and $165.0 million, respectively. During the first quarter 2004, Federated
recorded $66.2 million of additional goodwill to account for the contingent purchase price paid in May 2004 in connection with the
acquisition of substantially all of the business of the former advisor of the Kaufmann Fund in 2001 (Kaufmann Acquisition). With this
payment, 60% of the total contingent purchase price payment available to be paid over the first six years following the acquisition’s
closing date has been paid. During the fourth quarter 2004, Federated recorded an additional $29.5 million of goodwill to account for
the portion of the contingent purchase price to be paid in May 2005, but earned as of December 31, 2004. See Note (23) for details
regarding the potential remaining payments. Approximately 89% and 82% of the balances at December 31, 2004 and 2003, respectively
represented goodwill resulting from this acquisition.

On June 30, 2004, Federated sold $0.7 million in goodwill in connection with the sale of the transfer agency business. See Note (2) for
further discussion of this sale transaction.

In accordance with SFAS 142, which Federated adopted in January 2002, Federated no longer amortizes goodwill but rather tests it for
impairment at least annually or when indicators of potential impairment exist {(see Note (1)(j)).
(5) Other Long-Term Assets

Federated’s other long-term assets consisted of the following at December 31:

in thousands 2004 2003
Lease-related receivable $ 3,399 $ 0
Equity investment 2,578 2,618
Security deposits 301 306
Prepaid and other assets 120 95
Other long-term assets $ 6,398 $ 3,019

The lease-related receivable represents a refurbishment allowance associated with Federated’s recently amended operating lease for its
corporate headquarters. This allowance is payable in 2006 and was recorded as a long-term receivable as of January 1, 2004, the
effective date of the amendment.
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(6) Property and Equipment

Property and equipment consisted of the following at December 31:

in thousands Estimated Useful Life 2004 2003
Computer equipment’ 1 to 6 years $ 20,170 $ 23,220
Transportation equipment 3 or 25 years 11,873 11,933
Leasehold improvements Up to term of lease 8,879 10,992
Software development Up to 4 years 8,874 10,114
Office furniture and equipment 2 to 10 years 8,772 9,055

Total cost/fair value 58,568 65,314

Accumulated depreciation and amortization (31,402) (34,422)
Property and equipment, net $ 27,166 $ 30,892

" Amounts include $3,185 recorded under capital lease arrangements for 2004 and 2003, respectively.

Depreciation and amortization expense was $8.1 million, $8.9 million and $8.0 million for the years ended December 31, 2004, 2003
and 2002, respectively, and included the depreciation of assets recorded under capital lease arrangements.

During the fourth quarter 2002, Federated evaluated the recoverability of the assets associated with its retirement services operations,
consisting primarily of internally developed software. The implementation date of the internally developed software was significantdy
delayed as a result of ongoing development efforts. This delay negatively impacted the estimate of future cash flows expected to be
generated by the assets. Based on this evaluation, management determined that the assets were impaired and recorded a $2.1 million
pretax charge in “Operating Expenses — Other” to write down the carrying value of the assets to estimated fair value as of
December 31, 2002. Fair value was estimated based on expected future cash flows discounted using a risk-free rate.

(7) Other Current Liabilities

Federated’s Other current liabilities — other as of December 31, 2004 included $16.5 million related to an insurance recovery for a claim
submitted to cover costs associated with the internal review into past mutual fund trading practices. See Note (23) for further
information on the internal review of mutual fund trading activities. The retention of this advance payment is contingent upon approval
of the claim. In the event that all or a portion of the claim is denied, Federated will be required to repay all or a portion of this advance
payment. Because the outcome of this claim is uncertain at this time, Federated recorded the advance payment as a liability and will
continue to evaluate the contingency until it is resolved.

(8) Recourse Debt

Federated’s total recourse debt balance of $0.5 million and $1.6 million at December 31, 2004 and 2003, respectively, represented
liabilities on capital leases. Federated entered into a new capital lease for computer hardware in 2003. The capital leases carry interest
rates ranging from 2.90% to 4.55% with weighted-average interest rates of 3.60% and 3.77% at December 31, 2004 and 2003,
respectively. The four capital leases outstanding at December 31, 2004 have expiration dates that range from the first quarter 2005 to
the first quarter 2006. The aggregate contractual maturities of the capital leases is $0.6 million in 2005. This contractual maturity
amount includes minimal amounts for executory costs and imputed interest costs.

As of December 31, 2004, Federated was able to borrow up to $150.0 million under the provisions of the Second Amended and
Restated Credit Agreement as amended (the Credit Facility), the term of which expired in January 2005. Under this agreement,
Federated paid a facility fee of 0.10% on the revolving credit commitment. At December 31, 2004, the outstanding balance under the
Credit Facility was zero. The Credit Facility contained various financial and nonfinancial covenants. Federated was in compliance with
all such covenants at December 31, 2004. On January 14, 2005, Federated renewed the Credit Facility (see Note (24)) for an additional
364-day term. Several of Federated’s wholly owned subsidiaries guarantee any obligation of Federated that arises pursuant to the Credit
Facility.

In September 2004, a wholly owned subsidiary of Federated entered into a discretionary line of credit agreement with a bank under
which it can borrow up to $50.0 million for the payment of obligations associated with daily net settlements of mutual funds processed
through the National Securities Clearing Corporation. Borrowings under this 364-day agreement bear interest at a rate mutually agreed
upon by the bank and the borrower at the time of the borrowing and are payable on demand. At December 31, 2004, there was no
outstanding balance under this agreement. Federated guarantees the payment of any obligation owed by the subsidiary in connection
with this line of credit.
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(9) Deferred Sales Commissions and Nonrecourse Debt

Deferred sales commissions consisted of the following at December 31:

in thousands 2004 2003
Deferred sales commissions on B shares, net 3 283,056 $ 324,030
Other deferred sales commissions, net 3,594 3,687
Deferred sales commissions, net $ 286,650 $ 327,717

In 2004 and at December 31, 2003, Federated recorded deferred sales commissions on B shares to reflect financing accounting
treatment.

Since 1997, Federated has funded sales commissions paid for Class B shares of Federated-sponsored mutual funds under various
arrangements with independent third parties by selling its right to future cash flow streams associated with the B-share deferred sales
commissions. As a result of these funding arrangements, Federated has recorded nonrecourse debt, which comprised the following at
December 31:

Weighted-Average
Interest Rates

Remaining
dollars in thousands 2004’ 2003°  Amortization Period 2004 2003
Financings through March 1997 7.60% 7.60% 0.3 years $ 3,016 $ 13,239
Financings between April 1997 and September 2000 8.21% 8.06% 3.8 years 124,370 146,967
Financings between October 2000 and December 2003 5.34% 5.55% 7.0 years 125,031 166,936
Financings between January 2004 and December 2004 4.75%  N/A 8.0 years 35,514 0
Total long-term debt — nonrecourse $ 287,931 § 327,142

1 As of December 31, 2004
2 As of December 31, 2003

In 2004 and 2003, Federated recorded nonrecourse debt to reflect financing accounting treatment.

Federated’s nonrecourse debt does not contain a contractual maturity but is amortized up to eight years dependent upon the cash flows
of the related B-share fund assets, which are applied first to interest and then principal. Interest rates are imputed based on current
market conditions at the time of issuance.

Management accelerates the write off of these asset and debt balances when reasonably estimable future cash flows indicate that cash
flows will not be sufficient to fully amortize the remaining deferred sales commission asset and nonrecourse debt balance.

In December 2003, Federated signed an agreement with an independent financial institution to continue funding the B-share sales
commissions through December 2006.

(10) Employee Benefit Plans

(a) 401(k)/Profit Sharing Plan

Federated offers a 401(k) plan covering substantially all employees. Under the 401(k) plan, employees can make salary deferral
contributions at a rate of 1% to 25% of their annual compensation (as defined in the 401(k) plan), subject to Internal Revenue Code
limitations. Federated makes a matching contribution in an amount equal to 100% of the first 2% that each participant defers and 50%
of the next 4% of deferral contributions. Forfeiturés of nonvested matching contributions are used to offset future matching
contributions.

Vesting in Federated’s matching contributions commences once a participant in the 401(k) plan has been employed at least two years
and worked at least 1,000 hours per year. Upon completion of two years of service, 20% of Federated’s contribution included in a
participant’s account vests and 20% vests for each of the following four years if the participant works 1,000 hours per year. Employees
are immediately vested in their 401 (k) salary deferral contributions.

Matching contributions to the 401(k) plan recognized in “Compensation and related” expense amounted to $3.0 million, $3.0 million
and $3.2 million for the years ended December 31, 2004, 2003 and 2002, respectively.

A Federated employee becomes eligible to participate in the Profit Sharing Plan upon the first day of employment. The Profit Sharing
Plan is a defined contribution plan to which Federated may contribute amounts as authorized by its board of directors. No
contributions have been made to the Profit Sharing Plan in 2004, 2003 or 2002. At December 31, 2004, the Profit Sharing Plan held
1.4 million shares of Federated Class B common stock.
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(b) Employee Stock Purchase Plan

Federated offers an Employee Stock Purchase Plan which allows employees to purchase a maximum of 750,000 shares of Class B
common stock. Employees may contribute up to 10% of their salary to purchase shares of Federated’s Class B common stock on a
quarterly basis at the market price. The shares under the plan may be newly issued shares, treasury shares or shares purchased on the

open market. As of December 31, 2004, 71,697 shares were purchased by the plan on the open market since the plan’s inception in
1998.

(11) Other Compensatior Plans

Federated’s long-term incentive compensation has been provided for under the Stock Incentive Plan, as amended and subsequently
approved by shareholders in April 2002. Stock-based awards are granted to reward Federated’s employees and independent directors
who have contributed to the success of Federated and to provide incentive to increase their efforts on behalf of Federated. Under the
plan, a total of 20.3 million shares of Class B common stock have been authorized for granting stock-based awards in the form of
restricted stock, stock options or other stock-based awards. For existing plans, vesting occurs over a zero- to ten-year period and, in
certain cases, may be accelerated as a result of meeting specific performance criteria.

(a) Restricted Stock

Under the Stock Incentive Plan and subject to restrictions, Federated has sold shares of Class B common stock to certain key
employees. During the restricted period, the recipient receives dividends on the shares. Forfeitures of 146,250 shares occurred in 2002;
no forfeitures occurred in either 2004 or 2003. The following table presents information on restricted stock grants made under the
Stock Incentive Plan during the years ending:

2004 2003 2002
Number of shares granted 362,000 40,000 0
Weighted-average grant-date fair value per share $25.53 $22.08 N/A

Compensation expense related to restricted stock was $0.7 million, $0.4 million and $0.1 million for the years ended December 31,
2004, 2003 and 2002, respectively.

Beginning in 2004, Federated instituted a program in which certain key employees will receive a portion of their bonus in the form of
restricted stock. Shares will be awarded, beginning in 2005, at a 13% discount from fair market value of Federated’s stock price on the
bonus payment date. This restricted stock will vest over a future three-year service period. During the restricted period, the recipient
will receive dividends on the shares.

(b) Stock Options

In 2002, 430,000 employee stock options were granted, 200,000 options were awarded to executive officers in lieu of a portion of their
2001 earned bonus awards, 315,624 options were awarded to executive and senior management in connection with their 2002 earned
bonus awards and 6,750 options were awarded to independent directors. In 2003 and 2004, independent directors were awarded 6,750
and 16,500 employee stock options, respectively. Each vested option may be exercised, during the stated exercise period, for the
purchase of one share of Class B common stock at the exercise price. In 2004, 2003 and 2002, 2,135,958, 479,037 and 14,000 stock
options, respectively, were exercised.

The following table summarizes the status of and changes in Federated’s stock option program during the past three years:

Weighted-Average Options Weighted-Average
Options Exercise Price Exercisable Exercise Price
Outstanding at beginning of 2002 11,556,405 $15.00 1,259,880 $13.07
Granted 952,374 $28.96
Exercised (14,000) $15.55
Forfeited (583,975) $15.13
Outstandjng at end of 2002 11,910,804 $16.11 1,771,254 $17.37
Granted 6,750 $27.22
Exercised (479,037) $8.67
Forfeited (292,975) $10.55
Outstanding at end of 2003 11,145,542 $16.58 1,302,217 $20.64
Granted 16,500 $30.42
Exercised (2,135,958) $2.19
Forfeited (886,000) $22.34
OQutstanding at end of 2004 8,140,084 $19.75 1,155,709 $21.69
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Additional information regarding stock options outstanding at December 31, 2004 follows:

Weighted-Average

Weighted- Remaining Weighted-Average

Range of Average Contractual Life Exercise Price of
Exercise Prices Outstanding Exercise Price (in Years) Exercisable Exercisable Options
$1.28 to $1.29 270,792 $1.28 1.1 95,292 $1.28
$4.00 1,484,325 $4.00 2.5 0 $0.00
$11.04 to $13.29 1,573,350 $12.65 4.3 318,300 $12.50
$18.08 to $25.35 2,173,137 $24.21 6.6 311,887 $25.35
$26.95 to $35.00 2,638,480 $31.08 6.7 430,230 $30.36
8,140,084 $19.75 5.3 1,155,709 $21.69

Information regarding the fair value of options granted in 2004, 2003 and 2002 follows:

2004 2003 2002

Exercise price equals market price on date of grant:
Weighted-average grant-date fair value $7.97 $7.16 $10.29
Weighted-average exercise price $30.42 $27.22 $28.96

No awards were granted with an exercise price that was less than or greater than the market price on the date of grant in 2004, 2003 or
2002.

Total compensation expense related to stock options was $0.9 million, $1.2 million and $0.2 million for the years ended December 31,
2004, 2003 and 2002, respectively.

(12) Common Stock

The Class A common stockholder has the entire voting rights of Federated; however, without the consent of the majority of the
holders of the Class B common stock, the Class A common stockholder cannot alter Federated’s structure, dispose of all or substantially
all of Federated’s assets, amend the Articles of Incorporation or Bylaws of Federated to adversely affect the Class B common
stockholders, or liquidate or dissolve Federated.

Cash dividends of $44.7 million, $32.5 million and $24.8 million were paid in 2004, 2003 and 2002, respectively, to holders of
common stock.

In 2004, 2003 and 2002, the board of directors approved various share repurchase programs authorizing executive management to
purchase Federated Class B common stock. Under the programs, shares can be repurchased in open market and private transactions
through the life of the program. The programs authorize executive management to determine the timing and the amount of shares for
each purchase. The repurchased stock will be held in treasury for employee benefit plans, potential acquisitions and other corporate
activities. As of December 31, 2004, under these programs, Federated can repurchase an additional 5.8 million shares.

Stock repurchases and dividend payments are subject to restrictions under Federated’s Credit Facility, as amended. These restrictions
limit cash payments for additional stock repurchases and dividends to 50% of net income earned during the period from January 1,
2000, to and including the payment date, less certain payments for dividends and stock repurchases. As of December 31, 2004,
Federated, given current debt covenants as disclosed in Note (24), had the ability to make additional stock repurchase or dividend
payments of more than $137 million under these restrictions.

(13) Leases

Federated has various operating lease agreements primarily involving facilities, office and computer equipment and vehicles. These
leases are noncancelable and expire on various dates through the year 2014. Most leases include renewal options and, in certain leases,
escalation clauses.

Federated extended the term of its operating lease for its corporate headquarters building in Pittsburgh, Pennsylvania, by signing an
amendment, dated as of December 31, 2003, to the original lease agreement. The amended building lease expires in 2014, with renewal
options for two successive terms of five years each. The amendment also provides for escalation clauses and certain penalties for early
termination.
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The following is a schedule by year of future minimum rental payments required under the operating leases that have initial or
remaining noncancelable lease terms in excess of one year as of December 31, 2004:

in thousands

2005 $ 13,079
2006 12,419
2007 11,511
2008 10,414
2009 3,202
2010 and thereafter 39,041

Total minimum lease payments $ 94,666

Federated began subleasing certain leased property in 2002. As of December 31, 2004, aggregate future minimum rentals to be received
under a noncancelable sublease that expires in 2007 totaled $1.6 million.

Rental expenses were $11.2 million, $13.0 million and $15.0 million for the years ended December 31, 2004, 2003 and 2002,
respectively. .

(14) Income Taxes

Federated files a consolidated federal income tax return. Financial statement tax expense is determined under the liability method.

Income tax expense consisted of the following components for the years ended December 31:

in thousands 2004 2003 2002

Current:
Federal continuing operations $ 105,954 $ 100,027 $ 99,335
Federal discontinued operations 976 1,844 2,687
State 5,206 3,655 1,760
Foreign 638 598 518
112,774 106,124 104,300

Deferred:
Federal (3,157) 1,992 7,654
State 1,565 0 0
Total $111,182 $ 108,116 $ 111,954

For the years ended December 31, 2004, 2003 and 2002, the foreign subsidiaries had net income of $4.0 million, $4.7 million and $4.0
million, respectively, for which income tax expense of $1.6 million, $1.9 million and $1.6 million, respectively, has been provided.

Federated’s effective income tax rate from continuing operations was 38.1%, 36.1% and 35.5% for the years ended December 31, 2004,
2003 and 2002, respectively.

The reconciliation between the Federal statutory income tax rate and Federated’s effective income tax rate attributable to continuing
operations consisted of the following for the years ended December 31:

2004 2003 2002
Expected statutory rate 35.0% 35.0% 35.0%
Increase:
State income taxes, net of Federal benefit 1.5 0.8 0.4
Non-deductible expenses relating to the Settlement Charge' 1.2 0.0 0.0
Other 0.4 0.3 0.1
Total 38.1% 36.1% 35.5%

TFederated's results of operations for the years ended December 31, 2004 and 2003 fnclude a charge to income of $17.4 million and $7.6 million,
respectively, representing management’s current estimate of the costs relating to an anticipated settlement of governmental investigations concerning
market timing and late trading allegations (Settlement Charge). Neither the Securities and Exchange Commission (SEC) nor the New York State Attorney
General has passed on the establishment or amount of this Settlement Charge. Federated’s management is unable to estimate the uftimate impact of any
settlement proceedings, including the tax deductibility of these costs, and therefore final resolution of these matters may have a material impact on
Federated’s consolidated results of operations, financial position or cash flows.
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On December 21, 2004, the FASB issued Staff Position No. 109-2 which provides guidance with respect to reporting the potential
impact of the repatriation provisions of the Jobs Act. The Jobs Act provides conditions under which the repatriation of certain foreign
earnings in either 2004 or 2005 will qualify for preferential tax treatment. If these conditions are met, a maximum 5.25% income tax
rate rather than the maximum regular tax rate of 35% would apply to eligible repatriations of certain foreign earnings.

Federated is currently evaluating these provisions in conjunction with an analysis of its foreign earnings subject to tax upon repatriation
to determine the feasibility of developing and implementing a plan that would qualify it for this preferential tax treatment. Additional
interpretive guidance relating to the application of these provisions is anticipated and may impact this analysis which is expected to be
completed in 2005. At this time, the amount under consideration for application of this one-time reduced tax rate ranges from $0 to
$4.6 million resulting in an estimated impact to Federated’s federal income tax provision ranging from $0 to a benefit of approximately
$1.4 million.

The tax effects of temporary differences that gave rise to significant portions of deferred tax assets and liabilities consisted of the
following as of December 31:

in thousands 2004 2003
Deferred Tax Assets
Advisory fees $ 1,750 $ 0
Deferred income 5,760 0
Unrealized losses and impairment losses on marketable securities’ 7,204 7,041
Capital losses’® 3,061 2,968
Contingent payments 1,658 3,268
State taxes 714 0
Other 1,782 1,350
Total gross deferred tax asset 21,929 14,627
Valuation allowance for capital loss carry-forwards’ (2,560) (2,348)
Total deferred tax asset, net of valuation allowance $ 19,369 $ 12,279
Deferred Tax Liabilities
Property and equipment $ 3,738 $ 1,562
Intangible assets 4,507 635
Deferred sales commissions 19,835 22,183
Costs of internal-use software ] 1,885 2,164
State taxes 2,067 0
Other 1,900 1,804
Total gross deferred tax liability $ 33,932 $ 28,348
Net deferred tax liability $ 14,563 $ 16,069

1 36,614 of this amount represents deferred tax assets generated by the impairment charges recorded to write down the value of Federated's three CDOs.
One of these three CDO investments was liquidated in January 2005 resufting in the realization of 30.6 million of the deferred tax asset and may be offset
within the 2005 tax year before recognition as a capital loss carry-forward. The amount of actual capital loss associated with Federated’s remaining
investrment in the COOs will not be knawn until such time as Federated'’s investments in the CDOs are either redeemed or sofd. The five-year carry-
forward period will begin in the first tax year after Federated’s COQ investments are disposed. Management believes it is more likely than not that
Federated will be able to utilize these losses in the future.

2 32,849, 3270, 395 and $704 of this capital foss deferred tax asset will be carried forward and will expire in 2006, 2007, 2008 and 2009, respectively. A

valuation allowance has been recognized on a portion of this deferred tax asset due to management's uncertainty of realizing the benefit of these capital
loss carry-forwards. .
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(15) Earnings Per Share

The following table sets forth the computation of basic and diluted earnings per share for the years ended December 31:

in thousands, except per share data 2004 2003 2002
Numerator
Income from continuing operations $ 179,058 $ 188,061 § 198,769
Income from discontinued operations 2,121 3,424 4,991
Net income $ 181,179 $ 191,485 $ 203,760
Denominator
Denominator for basic earnings per share - weighted-average shares less nonvested

restricted stock 107,615 107,839 112,375
Effect of dilutive securities:

Dilutive potential shares from stock-based compensation 2,795 4,220 4,929

Denominator for diluted earnings per share - adjusted weighted-average shares and

assumed conversions 110,410 112,059 117,304
Basic earnings per share
Income from continuing operations $ 1.66 $ 1.74 $ 1.77
Income from discontinued operations 0.02 0.03 0.04
Net income' $ 1.68 $ 1.78 $ 1.81
Diluted earnings per share
Income from continuing operations $ 1.62 $ 1.68 3 1.69
Income from discontinued operations ‘ 0.02 0.03 0.04
Net income’ $ 1.64 $ 1.71 $ 1.74

1 Totals may not sum due to rounding.

Federated uses the treasury stock method to reflect the dilutive effect of unvested restricted stock and unexercised stock options in
diluted earnings per share. For the years ended December 31, 2004, 2003 and 2002, options to purchase 1.7 million, 2.9 million and
1.8 million shares of common stock, respectively, at a weighted-average exercise price per share of $32.41, $31.37 and $32.93,
respectively, were outstanding but not included in the computation of diluted earnings per share for each year due to the option
exercise price being greater than the average market price of Federated Class B common stock. Under the treasury stock method, in the
event the options become dilutive, their dilutive effect would result in the addition of a net number of shares to the weighred-average
number of shares used in the calculation of diluted earnings per share.
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(16) Accumulated Other Comprehensive Income

The components of accumulated other comprehensive income (loss), net of tax, are as follows:

Unrealized Foreign

Gain/(Loss) on Currency

Securities Available Translation
In thousands : for Sale Gain/(Loss) Total
Balance at January 1, 2002 $ (118) $ (168) $ (286)
Total change in market value' (1) 0 (1)
Reclassification adjustment ~ net realized loss” 114 | 0 114
Gain on currency conversion’ 0 194 194
Balance at December 31, 2002 (5 26 21
Total change in market value' 78 0 78
Reclassification adjustment — net realized gain’ ey 0 1)
Gain on currency conversion’ 0 274 274
Balance at December 31, 2003 72 300 372
Total change in market value' 41 0 41
Reclassification adjustment — net realized gain’ (6) 0 (6)
Gain on currency conversion’ 0 122 122
Balance at December 31, 2004 $ 107 $ 422 $ 529

1 The tax (expense)/benefit on the change in market value of securities available for sale was $(23), $(42) and $1 for 2004, 2003 and 2002, respectively.
2 The tax (expense)/benefit on the reclassification adjustment for securities available for sale was $(3), $(1) and $62 for 2004, 2003 and 2002, respectively.
3 The tax (expense) on the foreign currency transiation gain was $(66), $(148) and $(104) for 2004, 2003 and 2002, respectively.

(17) Disclosures of Fair Value

Estimated fair values of Federated’s financial instruments have been determined using available market information and appropriate
valuation methodologies, as set forth below. These fair values are not necessarily indicative of the amounts that would be realized upon
exchange of these instruments or Federated’s intent to dispose of these instruments.

Carrying amounts approximate fair value for the following financial instruments due to their short maturities:

® (Cash and cash equivalents

R eceivables—affiliates

Receivables—other

Accrued revenue — affiliates

Accrued revenue — other

Accrued compensation and benefits

Accounts payable and accrued expenses—affiliates
Accounts payable and accrued expenses—other

Marketable securities are carried at fair value (see Note (1)(g)).

Federated’s recourse debt is comprised of capital lease liabilities. The fair value of each capital lease liability is estimated based on the
current market rate for debt with a similar remaining maturity. Based on this fair value estimate, the carrying value of capital lease
liabilities appearing in the Consolidated Balance Sheets approximates fair value.

The fair value of Federated’s nonrecourse debt is estimated based on estimated annual redemption and market appreciation rates. Based
on this estimate, the carrying value of nonrecourse debt appearing on the Consolidated Balance Sheets approximates fair value.

(18) Minority Interest in Subsidiaries and Equity Investments

A subsidiary of Federated Investors, Inc. has a majority interest (50.5%) and acts as the general partner in Passport Research Ltd., a
limited partnership. Edward D. Jones & Co., L.P. is the limited partner with a 49.5% interest. The partnership acts as investment adviser
to a registered investment company.

A second subsidiary of Federated Investors, Inc. has a majority interest (50.5%) and acts as the general partner in Passport Research II,
Ltd., a limited partnership. Edward D. Jones & Co., L.P. is the limited partner with a 49.5% interest. The partnership acts as investment
adviser to a registered investment company.
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A third subsidiary of Federated Investors, Inc. owns a majority interest (95%) in InvestLink Technologies, Inc., a software developer
and marketer of applications for the recordkeeping; administration and servicing of defined contribution plans.

Federated owns a 50% interest in a joint-venture company, Federated Asset Management GmbH (FAM), which administers separate
accounts and distributes Federated offshore fund products in Germany and other German-speaking countries in Europe. This joint
venture is accounted for under the equity method of accounting,

(19) Variable Interest Entities

At December 31, 2004, Federated acted as the investment manager for two high-yield CDO products and a mortgage-backed CDO
product pursuant to the terms of an investment management agreement between Federated and each CDO. The CDOs are alternative
investment vehicles created in 1999 and 2000 for the sole purpose of issuing collateralized debt instruments that offer investors the
opportunity for returns that vary with the risk level of their investment. Certain securities issued by the CDOs are subject to greater risk
than traditional investment products. The notes issued by the CDOs are backed by diversified portfolios consisting primarily of
structured debt and had original expected maturities of five to twelve years. As a result of their corporate governance, the CDOs meet
the definition of a VIE under FIN 46. After performing an expected cash flow analysis for each CDO, management determined that
Federated is not the primary beneficiary of the CDOs as defined by FIN 46 and thus has not consolidated the financial condition and
results of operations of these CDOs in Federated’s Consolidated Financial Statements. As of December 31, 2004, aggregate total assets
and aggregate total obligations of the CDOs approximated $1 billion, respectively.

Federated holds an investment in each CDO, which exposes it to risk of loss to the extent of the carrying value of the investments. As
of December 31, 2004, the remaining $0.6 million carrying value of one of these invesuments represented Federated’s maximum
exposure to loss over the remaining life of the CDOs. In January 2005, this investument was liquidated for $0.7 million.

In addition, a number of Federated-sponsored investment products, including offshore money market and fluctuating-value fund
products, closed-end fixed-income funds and a group trust meet the definition of VIEs under FIN 46. Federated is not the primary
beneficiary of these VIEs and therefore Federated has not consolidated these entities. As of December 31, 2004, total assets under
management in these investment products approximated $9 billion. Federated’s investments in these products represent its maximum
exposure to loss. As of December 31, 2004, Federated’s investment in these investment products was $25.3 million, of which $25.1
million was invested in Irish-domiciled money market funds.

(20) Related Party Transactions
Federated has classified certain entities as affiliates in accordance with SFAS 57 “Reelated Party Disclosures.”

At December 31, 2004 and 2003, Receivables—afhiliates totaled $30.8 million and $33.2 million, respectively and Accrued revenue—
affiliates totaled $1.1 million and $1.0 million, respectively relating to services provided to various Federated products.

At December 31, 2004 and 2003, Accounts payable and accrued expenses—affiliates totaled $10.3 million and $10.2 milhion,
respectively. For 2004 and 2003, $3.6 million and $9.1 million, respectively of this amount related to the internal review and estimated
settlement related to past mutual fund trading practices (see Note (23) for more detail} while for 2004, $3.3 million related to
shareholder service fees payable to various Federated funds resulting from an administrative delay in the implementation of contractual
terms, $2.0 million related to remedial actions in connection with various fund transactions and trading issues, $0.6 million relaced to
distribution fees payable to FAM and $0.3 million related to a contribution to a foundation. The remaining amounts primarily represent
fund-related expenses assumed by Federated in certain cases in order to make the fund more competitive or to meet regulatory
requirements.

At December 31, 2004, Other long-term liabilities—affiliates totaled $4.0 million and represented the long-term portion of the
Settlement Charge (see Note (23)).

At December 31, 2004, Other current liabilities—affiliates totaled $29.5 million and represented the accrual for the contingent purchase
price payment earned as of December 31, 2004 related to the Kaufimann Acquisition (see Note (4)).

(21) Concentration Risk

In terms of revenue concentration by product, approximately 15% of Federated’s total revenue for 2004 was derived from services
provided to one Federated-sponsored fund. In addition, approximately 12% of Federated’s total revenue for 2004 related to one
customer. In both cases, the majority of this revenue is dependent upon the level of assets under management in numerous individual
fund shareholder accounts.

(22) Business Combinations and Acquisitions

In the fourth quarter 2004, Federated reached a definitive agreement to acquire the cash management business of Alliance Capital
Management L.P. (Alliance). Currently in connection with this acquisition, up to approximately $25 billion in assets from 22 third-
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party-distributed money market funds of AllianceBernstein Cash Management Services is expected to be transitioned into Federated
money market funds. This transaction has been approved by the boards of directors of both Federated and Alliance, as well as by each
mutual fund’s board of directors/trustees. This transaction, which is expected to close in phases between the first and third quarters of
2005, includes upfront cash payments totaling approximately $25 million due at the transaction closing dates as well as contingent
purchase price payments payable over five years. The contingent purchase price payments will be calculated as a percentage of revenue
less operating expenses directly attributed to these assets. At the current levels, these additional payments would approximate $68
million over five years. This acquisition will be accounted for using the purchase method of accounting.

In the third quarter 2004, assets of four mutual funds previously advised by Banknorth N.A., a subsidiary of Banknorth Group, Inc.,
totaling approximately $265 million were acquired by four Federated-sponsored mutual funds. This transaction occurred in connection
with an agreement between Federated, Banknorth Group, Inc. and Banknorth N.A. As a result of this transaction, Federated recorded
$1.1 million as an investment advisory contract intangible asset, which included the capitalization of transaction costs. This asset is being
amortized on an accelerated basis over a ten-year useful life.

In the third quarter 2003, assets of eight mutual funds previously advised by Riggs Investment Advisors, Inc., a subsidiary of Riggs
National Corporation, totaling approximately $465 million were acquired by eight Federated-sponsored mutual funds (Riggs
Acquisition). This acquisition occurred in connection with an agreement between Federated, Riggs Investment Advisors, Inc., and
Riggs Bank N.A. In the second quarter 2002, Federated signed an agreement with FirstMerit Advisors, Inc. and FirstMerit Corporation
pursuant to which assets totaling approximately $250 million, previously advised by FirstMerit, were acquired by various Federated
funds (FirstMerit Acquisition). In the fourth quarter 2001, assets of three mutual funds previously advised by Rightime Econometrics,
Inc., totaling approximately $148 million, were acquired by Federated Capital Appreciation Fund in connection with an agreement
between Federated, Lincoln Investment Planning, Inc. and Rightime Econometrics, Inc. (Rightime Acquisition). The upfront purchase
price for each of these acquisitions was capitalized as an investment advisory contract intangible asset. The ag-eements also require
Federated to pay certain contingent payments on a periodic basis (either monthly or quarterly) over the three- to five-year periods
following the completion of the acquisitions calculated as a percentage of assets under management. See Note (23) for information
regarding these contingent payments.

In the second quarter 2001, Federated completed the acquisition of substantially all of the business of Edgemont Asset Management
Corporation, the former adviser of The Kaufmann Fund. The purchase price for this acquisition was $182.9 million. This price
included cash payments of $174.0 million, including transaction costs, and 315,732 shares of Federated Class B common stock valued at
$8.9 million. The acquisition agreement provides for additional purchase price payments and incentive compensation payments based
upon the achievement of specified revenue growth through April 2007 (see Note (23)). This acquisition was accounted for using the
purchase method of accounting and, accordingly, the fair value of the assets acquired, primarily $77.0 million of identifiable intangible
assets and $105.7 million of goodwill as of the acquisition date, as well as the results of those assets were included in Federated’s
Consolidated Financial Statements beginning on the date of acquisition. The amount assigned to intangible assets represents the fair
value of the advisory contract, the noncompete agreement and the workforce as of the acquisition date. These assets are being
amortized on a straight-line basis over their useful lives, which range from four to ten years with a weighted average life of nine years.
In addition, $66.2 million and $33.1 million of additional purchase price was paid in 2004 and 2002, respectively, and was recorded as
goodwill.

(23) Commitments and Contingencies
(a) Contractual

Federated is obligated to make certain future payments under various agreements to which it is a party, including capital and operating
leases. The following table summarizes payments due on unrecorded service contracts and employment arrangements:

Payments due in

in millions 2005 2006 2007 2008 2009 Total
Purchase obligations' $10.7 $9.6 $2.9 $0.8 $0.0 $24.0
Employment-related commitments’ 5.0 1.3 0.2 0.0 0.0 6.5
Total $15.7 $10.9 $3.1 $0.8 $0.0 $30.5

1 Federated is a party to various contracts pursuant to which it receives certain services including fegal, trade order transmission and recovery services, as
well as access to various fund-related information systermns and research databases. These contracts contain certain minimum noncancelable payments,
cancellation provisions and renewal terms. The contracts expire on various dates through the year 2008. Costs for such services are expensed as
incurred.

2 Federated has certain domestic and international employment arrangements pursuant to which Federated is obligated to make minimum compensation
payments. These coniracts expire on various dates through the year 2007.
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Pursuant to various acquisition agreements entered into by Federated in 2003, 2002 and 2001, Federated is required to make additional
payments to the seller in each acquisition contingent upon the occurrence of certain events. In 2001, Federated completed the
acquisition of substantially all of the business of the former advisor of the Kaufinann Fund. Pursuant to this acquisition agreement,
Federated could pay an additional $66.2 million as contingent purchase price ($29.5 million of which is accrued at December 31, 2004
(see Note (4))) and $13.4 million as contingent incentive compensation ($4.7 million of which is accrued at December 31, 2004)
between 2005 and 2007 if certain revenue targets are met. The purchase price payments are recorded as additional goodwill at such
time as performance targets have been met, while the incentive compensation payments are recognized as compensation expense during
the periods in which the payments are earned. In 2004, Federated made contingent payments of $79.6 million, $66.2 nullion of which
was recorded as goodwill. In 2003, no contingent payments were made. In 2002, Federated made contingent payments of $39.9
million, $33.1 million of which was recorded as goodwill.

Pursuant to certain remaining acquisition agreements, Federated is required to make contingent payments on a periodic basis calculated
as a percentage of average assets under management on certain Federated fund shareholder accounts for which the seller is the named
broker/dealer of record. In these cases, the payments occur monthly or quarterly and could continue through fourth quarter 2008.

(b) Guarantees and Indemnifications

Federated has not issued any guarantees for the obligations of third parties. On an intercompany basis, various wholly owned
subsidiaries of Federated guarantee certain financial obligations of Federated Investors, Inc. and Federated Investors, Inc. guarantees
certain financial and performance-related obligations of various wholly owned subsidiaries. In addition, in the normal course of
business, Federated has entered into contracts that provide a variety of indemnifications. Typically, obligations to indemnify third parties
arise in the context of contracts entered into by Federated, under which Federated agrees to hold the other party harmless against losses
arising out of the contract, provided the other party’s actions are not deemed to have breached an agreed upon standard of care. In each
of these circumstances, payment by Federated is contingent on the other party making a claim for indemnity, subject to Federated’s
right to challenge the other party’s claim. Further, Federated’s obligations under these agreements may be limited in terms of time
and/or amount. It is not possible to predict the maximum potential amount of future payments under these or similar agreements due
to the conditional nature of Federated’s obligations and the unique facts and circumstances involved in each particular agreement.
Management believes that if Federated were to incur a loss in any of these matters, such loss should not have a material effect on its
business, financial position or results of operations.

(c) Internal Review of Mutual Fund Trading Activities

As previously reported, since September 2003 Federated has conducted an internal review into certain mutual fund trading activities in
response to requests for information from the SEC, National Association of Securities Dealers (NASD) and New York State Attorney
General. Federated subsequently received inquiries relating to such trading activities from the U.S. Attorneys Office for the Western
District of Pennsylvania, the Commodity Futures Trading Commission, the Securities Commissioner and the Attorney General of West
Virginia, and the Connecticut Banking Commission. Attorneys from the law firms of Reed Smith LLP and Davis, Polk & Wardwell
are conducting the review at the direction of a special investigative committee of Federated’s board of directors. The special
investigative committee is currently comprised of the board as a whole. Attorneys from the law firm of Dickstein Shapiro Morin &
Oshinsky, LLP, independent counsel for the Federated mutual funds, participated in the review and reported on its progress to the
independent directors of the funds.

In February 2004, the Company announced that the special investigative committee of the Board of Directors had substantially
completed its assessment of the impact of past mutual fund trading issues. Based upon the findings of the internal review and of an
independent expert retained by the Federated mutual funds, Federated paid restoration of $8.0 million (of which $7.6 million was
recorded in 2003) to compensate for the detrimental impact from the improper trading activities identified in the review. Federated has
substantially completed its review of information relating to trading activities.

Federated announced on January 24, 2005 that it was in settlement discussions with the SEC and New York State Attorney General.

The Consolidated Financial Statements for the years ended December 31, 2004 and 2003 reflect a $31.2 million and $21.1 million
pretax charge, respectively, for various legal, regulatory and compliance matters, including costs incurred and estimated to complete
Federated’s internal review as well as costs incurred on behalf of the funds. Of these amounts, $17.4 million and $7.6 million,
respectively, relate to the Settlement Charge. Neither the SEC nor the New York State Attorney General has passed on the
establishment or amount of this Settlement Charge. In order to estimate the accrual for expenses relating to remedying any damages to
the Federated Funds, management made assumptions concerning the timing and effort involved to complete the internal review. If
actual experience differs significantly from the judgments used to determine the initial estimate, the amount accrued as of December 31,
2004 would be subject to further revision. In addition, Federated’s management is unable to estimate the ultimate impact of any
settlement proceedings, including the tax deductibility of these costs, and therefore final resolution of these matters may have a material
impact on Federated’s consolidated results of operations, financial position or cash flows.
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(d) Legal Proceedings a

Since October 2003, Federated Investors, Inc. and related entities (collectively, the Federated Defendants) have been named as
defendants in twenty-one cases filed in various federal district courts and state courts involving allegations relating to market timing, late
trading and excess fees. All of the pending cases involving allegations related to market timing and late trading have been transferred to
the U.S. District Court for the District of Maryland and consolidated for pre-trial proceedings. One market timing/late trading case was
voluntarily dismissed by the plaintiff without prejudice.

The six excessive fee cases were originally filed in four different federal courts and one state court. Four of the federal cases are now
pending in the U.S. District Court for the Western District of Pennsylvania. The fifth federal case was pending in the Western District
of Tennessee as of December 31, 2004, but on February 15, 2005, the court granted Federated’s motion to transfer that case to the
Western District of Pennsylvania. A state court case was voluntarily dismissed by the plaintiff without prejudice.

In addition to the market timing and excessive fee litigation, certain Federated entities have recently been named defendants in a new
class action filed in the U.S District Court for the Eastern District of Pennsylvania. Plaintiffs in this case claim that Federated has failed
to ensure that the Federated Funds participated in class action settlements for which they were eligible.

All of these lawsuits seek unquantified damages, attorneys’ fees and expenses. Federated intends to defend this litigation. The potential
impact of these recent lawsuits and future potential similar suits is uncertain. It is possible that an unfavorable determination will cause a
material adverse impact on Federated’s financial position, results of operations or liquidity in the period in which the effect becomes
reasonably estimable.

In addition, Federated has other claims asserted and threatened against it in the ordinary course of business. These other claims are
subject to inherent uncertainties. In the opinion of management, after consultation with counsel, it is unlikely that any adverse
determination for any pending or threatened other claim will materially affect the financial position, results of operations or liquidity of
Federated.

(24) Subsequent Events

On January 7, 2005, a termination event, as defined in the applicable CDO agreement, occurred requiring the liquidation and
distribution of the CDO’s collateral. As a result of this liquidation, Federated received $0.7 million as a return of capital on that
investment, resulting in a $0.1 million gain which was recorded in 2005.

On January 14, 2005, Federated renewed its $150.0 million Credit Facility by signing Amendment No. 4 to the Second Amended and
Restated Credit Agreement (the Renewed Credit Facility). The Renewed Credit Facility has a term of 364 days and can be renewed
for additional 364-day terms. Under the Renewed Credit Facility, borrowings bear interest, at the option of Federated, at a defined
prime rate or at a spread over the Federal Funds rate or the London Interbank Offering Rate. The Renewed Credit Facility contains
restrictions that limit cash payments for dividends and stock repurchases. Cash payments for dividends and stock repurchases are
restricted to 50% of net income earned during the period from January 1, 2000, to and including the payment date, less certain
payments for dividends and stock repurchases. The Renewed Credit Facility includes financial and nonfinancial covenants, which are
similar in nature to the covenants contained in the Second Amended and Restated Credit Agreement, as previously amended. In
addition, certain registered broker/dealer subsidiaries of Federated were released from the Guaranty Agreement.

Federated’s board of directors declared a $0.125 per share dividend, effective February 3, 2005, which was paid on February 28, 2005.
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(25) Supplementary Quarterly Financial Data (Unaudited)

in thousands, excep! per share data, for the quarters ended March 31, June 30,  September 30, December 31,
2004
Revenue' $220,680 $213,084 $205,189 $208,011
Operating income’ 88,265 83,170 81,373 64,156
Income from continuing operations2 51,187 48.649 47,201 32,021
Income (loss) from discontinued operations 546 2,000 (150) (275)
Net income’ 51,733 50,649 47,051 31,746
Basic earnings per share

Income from continuing operations” 0.47 0.45 0.44 0.30

Income (loss) from discontinued operations 0.01 0.02 (0.00) (0.00)

Net income’ 0.48 0.47 0.44 0.30
Diluted earnings per share

Income from continuing operations” 0.46 0.44 0.43 0.29

Income (loss) from discontinued operations 0.00 0.02 (0.00) (0.00)

Net income” 0.46 0.46 0.43 0.29
Cash dividends per share 0.085 0.102 0.102 0.125
Stock price per share’

High 33.79 32.45 30.34 31.74

Low 28.78 27.70 26.72 27.07
2003
Revenue' $187,364 $195,735 $203,074 $209,600
Operating income’ 77,755 78,745 81,621 69,252
Income from continuing operations2 47,994 48,210 49 905 41,952
Income from discontinued operations 717 850 1,035 822
Net income’ 48,711 49,060 50,940 42,774
Basic earnings per share

Income from continuing operations’ 0.44 0.45 0.47 0.39

Income from discontinued operations 0.01 0.01 0.01 0.01

Net income™ 0.44 0.46 0.48 0.40
Diluted earnings per share

Income from continuing operations’ 0.42 0.43 0.45 0.38

Income from discontinued operations 0.01 0.01 0.01 0.01

Net income™’ 0.43 0.44 0.46 0.38
Cash dividends per share 0.057 0.070 0.085 0.085
Stock price per share’

High 27.83 28.70 30.94 31.90

Low 23.85 25.24 26.96 26.50

T Previously reported revenue reflects certain reclassifications to conform with current year presentation (see Note (71)(c) Summary of Significant

Accounting Policies-Prior Period Financial Statements).

2 The Consolidated Financial Statements for the quarters ended December 31, 2004 and 2003 included a $20.6 million and a $20.0 million pretax charge
respectively, related to Federated's internal review and estimated settlement related to past mutual fund trading practices. See Note (23) for information

concerning the review and estimated settlement.

3 Totals may not sum due to rounding.

4 Federated's common stock is traded on the New York Stock Exchange under the symbol “Fil.”

The approximate number of beneficial shareholders of Federated’s Class A and Class B common stock as of February 24, 2005, was one

and 15,217, respectively.
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